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THE STATUS OF SELF-INSURED EMPLOYEE- 
BENEFIT PLANS UNDER THE INSURANCE LAWS 


Harowp vAN B. CLEVELAND 


John Hancock Mutual Life Insurance Company 


An employee-benefit plan may be de- 
fined as any plan under the terms of which 
any person is obligated by formal contract 
or otherwise to pay or provide death bene- 
fits, disability income, hospital, medical or 
surgical benefits or services, or retirement 
pensions to a group of employees. Em- 
ployee-benefit plans are classified in vari- 
ous ways. The following classifications are 
used in this paper: 

Unilateral and collectively bargained 
plans. A unilateral plan is one established 
by one or more employers voluntarily. A 
collectively bargained plan is one estab- 
lished by or pursuant to a collective labor 
agreement. 

Forms of administration. A plan may be 
administered by an employer, by a union 
or by a trustee. The most important form 
of trustee-administered plan is the so- 
called Taft-Hartley plan, administered by 
a trust established to meet the require- 
ments of Section 302(c) of the Taft-Hart- 
ley Act, which requires that plans to which 
employers contribute be administered by 
an equal number of employer and union 
trustees.! Such plans will also be referred 
to as “jointly administered plans.” Em- 
ployer-administered plans frequently use 
the services of a trustee to hold and invest 
funds, but a plan will not be referred to 

Note: The author acknowledges with gratitude 
the assistance of Francis Cleary, Esq., Attorney, 
the John Hancock Mutual Life Insurance Co., in 
the research for this paper, which was presented 
before the Legal Section of the American Life 
Convention in the fall of 1959. 

129 U.S.C.A. sec. 186(c)(5). 


as trustee-administered unless the trustee 
has the final responsibility for administra- 
tion. Approximately ninety per cent of all 
workers covered by plans of all kinds, are 
under employer-administered plans. Most 
of the rest are under Taft-Hartley plans. 
Fewer than one per cent are under union- 
administered plans.” 

Single-employer and multi-employer 
plans. A plan may cover the employees of 
only one employer, or it may cover those 
of two or more employers. Many Taft- 
Hartley plans are multi-employer plans, 
covering all the members of a union or 
group of unions in an industry or a lo- 
cality. 

Contributory and non-contributory 
plans. A contributory plan is one to which 
both the employer or employers and em- 
ployees make financial contributions. 
There are union-administered plans f- 
nanced entirely by employee contribu- 
tions, but these are of minor and rapidly 
diminishing importance. 

Welfare plans and pension plans. A 
plan which provides death benefits, hos- 
pital, medical or surgical benefits, or tem- 
porary disability income, but not retire- 
ment pensions, will be referred to as a 
“welfare plan.” One which provides re- 
tirement pensions, with or without inci- 


dental death benefits, will be called a 


“pension plan.” 


2 Final Report of the Committee on Labor and 
Public Welfare, Welfare and Pension Plans In- 
vestigation, Sen. Rep. No. 1734, 84th Cong. 2nd 
Sess. (1956) 14. 


(1) 








Level-of-benefit and fixed cost plans. 
A collective labor agreement may provide 
for the establishment of a plan of the 
level-of-benefit type or of the fixed cost 
type. If the former, the agreement speci- 
fies the types and levels of benefits which 
the plan is to provide—so much death 
benefit, a retirement pension of so many 
dollars per month, and so on. The em- 
ployer agrees to make contributions suffi- 
cient to fund this level of benefits, what- 
ever that amount may turn out to be. Or 
the collective agreement may provide that 
the employer shall contribute so many 
cents for each hour worked by a covered 
employee, or so many cents per unit of 
output, to a trust fund from which bene- 
fits are to be provided. Such plans are 
referred to as “fixed costs” or “cents-per- 
hour” plans. 

Insured and Self-insured plans. Em- 
ployee-benefit plans may be insured or 
self-insured. The essential distinction is 
that if the plan is insured, the ultimate 
insurer's risk—the risk that contributions 
may not be sufficient to pay the benefits 
promised by the plan—is assumed by a 
licensed insurance company, usually 
under a group insurance or annuity con- 
tract, while a self-insured plan retains this 
risk itself. Self-insured plans may pro- 
vide benefits on a pay-as-you-go basis, 
benefit payments being treated by the 
employer as a current operating expense. 
The great majority of self-insured plans 
today, however, are funded; that is, regu- 
lar contributions are accumulated in a 
separate account or fund, under the con- 
trol of the employer or a trustee, and 
benefits are payable out of the fund, nor- 
mally without recourse to the employer 
if the fund proves insufficient. If the plan 
is funded with a trustee, it will be called 
a “trusteed plan.” 

Under an insured plan, the division of 
functions between the plan and the insur- 
ance company can vary greatly. The ad- 
ministrator of the plan may do nothing but 
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collect contributions and pay them over 
to the insurance company. On the other 
hand, the administrator may pay claims, 
do most of the record keeping and pro- 
vide his own actuarial and legal services. 
The accumulation and investment of con- 
tributions is normally left to the insurance 
company under an insured plan, but the 
plan may accumulate and invest certain 
reserves itself. For example, a pension 
plan may be trusteed with respect to active 
employees and insured with respect to re- 
tirement benefits under a terminal fund- 
ing group annuity contract. An insured 
Taft-Hartley cents-per-hour welfare plan 
may maintain a large reserve to protect 
benefits against fluctuations in employ- 
ment and contributions. 

Self-insurance is most widespread 
among pension plans. In 1957, of the 
17,700,000 employees covered by pension 
plans, 13,200,000 were under self-insured 
plans and 4,500,000 under insured plans.® 
Conversely, self-insurance is least preva- 
lent in the provision of death benefits, 
other than incidental death benefits under 
pension plans. At the end of 1954, some 
29,500,000 employees were covered under 
plans providing death benefits, of which 
27,500,000 were under insured plans and 
2,000,000 under self-insured plans.* The 
relative roles of insurance and self-insur- 
ance in the funding of health insurance 
benefits, are between these extremes. All 
references to employee-benefit plans in 
the rest of this paper mean self-insured 
plans, unless otherwise stated. 


Are Self-Insured Plans Subject 
to Regulation? 


This paper considers the question 


3 Tilove, Pension Funds and Economic Free- 
dom, Fund for the Republic (1959) 13. 

* Final Report of the Committee on Labor and 
Public Welfare, op. cit. p. 82. Figures on the 
relative roles of insurance and self-insurance of 
employee-benefit plans in New York State may 
be found in Staub, Whose Welfare?, N.Y. Ins. 
Dept. (1954) 175-6. 
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whether an employee-benefit plan, by 
self-insuring any or all of its benefits, 
thereby subjects itself to regulation under 
the insurance laws. These laws generally 
provide that any person who engages in 
the “insurance business,” or who “trans- 
acts insurance,” shall be licensed and 
regulated as an insurance company. 

No court has yet decided this question 
with respect to any form of self-insured 
employee-benefit plan. Attorneys General 
have ruled on it in only four states: Cali- 
fornia, Florida, New York and Wisconsin. 
In New York, Attorney General Javits 
ruled in 1956, that self-insured Taft- 
Hartley welfare and pension plans were 
exempt from regulation, basing his de- 
cision on a provision of the New York In- 
surance Law exempting labor unions.* In 
California, the Attorney General has re- 
cently given a comprehensive opinion that 
most kinds of self-insured plans are not 
insurance operations and that many of 
them are, in any event, exempt by statute 
from regulation under the California in- 
surance law. The Attorney General of 
Florida has ruled that union-administered 
and Taft-Hartley plans which meet cer- 
tain requirements, are not subject to the 
insurance law.? The opposite conclusion 
was reached in Wisconsin in the case of 
a union-administered plan paying death 
benefits, which was found to be doing an 
unauthorized life insurance business.® 

There are two groups of older decisions 
concerning the status, under the insur- 
ance laws, of two forerunners of the mod- 
ern employee-benefit plan: the employee 
mutual benefit or relief associations and 
the insurance departments of the railroad 
brotherhoods. Employee mutual benefit 


5Op. A.G. Nov. 21, 1956, 1956 Week. Und. 
Serv. N.Y. 57. 

® Op. A.G. No. 57/158 (Dec. 8, 1958). 

7™Op. A.G. No. 057-348, 1957 Week. Und. 
Serv. Fla. 70 (union); op. A.G. No. 057-360, 
1957 Week. Und. Serv. Fla. 74 (Taft-Hartley). 

8 Op. A.G. Aug. 15, 1956, 1956 Week. Und. 
Serv. Wis. 7. 


associations can be traced back nearly a 
hundred years.® Typically, they are 
formed by the employees of a large firm to 
provide small death benefits, medical pay- 
ments and disability income to members 
and their families. Benefits are financed 
by assessments on members, or by dues 
or other regular contributions paid by 
members. The status of these associations 
under the insurance laws, has been con- 
sidered many times by the courts. The 
cases have held them not subject to in- 
surance regulation.’® 

On the other hand the second group of 
cases, dealing with the insurance depart- 
ments which the railroad brotherhoods 
and other early labor organizations estab- 
lished for their members in the 1880's and 
90's, uniformly held these organizations 
to be subject to regulation as insurance 
companies.! 

If these older cases had developed a 


® McDonald, Let’s Be Fair to Group Insur- 


ance!, Proc. L.I.A.A. Annual Meeting, Dec. 9, 
1954. 


10 Donald v. Chi. B. & QO. RR, 93 Iowa, 284, 61 
N.W. 971 (1895); Beck v. Penna. RR, 63 N.J.L. 
273, 43 Atl. 908 (1899); Colaizzi v. Penna. 
RR, 208 N.Y. 275, 101 N.E. 859 (1913); State 
v. Pitts. RR, 68 Ohio St. 9, 67 N.E. 93 (1903); 
Johnson v. Phila. RR, 163 Pa. 127, 29 Atl. 854 
(1894); Wolfstern v. RR Relief Dept., 76 N.J. 
Eq. 78, 74 Atl. 533 (1909); Burlington Relief 
Dept. v. White, 41 Neb. 547, 59 N.W. 747 
(1894); Chi. B. & Q. RR v. Bell, 44 Neb. 44, 
62 N.W. 314 (1895); Comm. v. Equitable Bene- 
fit Assn., 137 Pa. St. 412, 18 Atl. 1112 (1890); 
King v. A.C.L. RR, 157 N.C. 44, 72 S.E. 801 
(1911); Daughtridge v. A.C.L. RR, 165 N.C. 
188, 80 S.E. 1080 (1914). See 1 Couch, Insur- 
ance (192S) Sec. 23; 29 Am. Jur. Sec. 13. Such 
employee associations are now exempted from 
regulation under many insurance laws. Infra, 
note 66. 


11 Lane v. Brotherhood of Loco. E. & F., 157 
Or. 667, 73 P. 2d 1396 (1937); Robinson v. 
Brotherhood of RR Trainmen, 80 W. Va. 567, 
92 S.E. 730 (1917); Dixon v. Order of Ry. Con- 
ductors, 49 Fed. 910 (C.C.E.D. Wis. 1892); 
Clark v. Grand Lodge Brotherhood of RR Train- 
men, 328 Mo. 1084, 43 S.W. 2d 404, 408 (1931) 
(dictum); Young v. Nat'l Ry. Mail Assn., 126 
Mo. App. 325, 103 S.W. 557 (1907); Robinson v. 
Brotherhood of Loco. E. & F., 170 N.C. 545, 87 
S.E. 537 (1916). 
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consistent body of doctrine on the status 
of employee benefits under the insurance 
laws, the writing of this paper would have 
been greatly simplified. Unfortunately, 
they did not, and there is not much to be 
learned from them which is applicable to 
contemporary plans.!? It may be worth 
noting, however, that the insurance ac- 
tivities of the railroad brotherhoods were 
national in scope and were carried on by 
methods similar to those of a commercial 
insurance company. The employee mu- 
tual benefit associations, on the other 
hand, were small, closely knit organiza- 
tions, usually confined to the employees 
of one employer,'* and their benefit pro- 
grams were informally administered. 


The modern self-insured employee- 
benefit plan often covers large numbers 
of widely dispersed employees and is ad- 
ministered by methods adapted from 
those of commercial insurers. Thus it usu- 
ally has more in common with the insur- 
ance activities of the railroad brother- 
hoods, which were held subject to the 
insurance laws, than with those of the 
employee associations, which were held 
not subject to insurance regulation. 


But the contemporary plan is sui gen- 
eris. The question of its status under the 
insurance laws, when it reaches the courts, 
will be one of first impression. It will be 
decided in the light of traditional insur- 
ance concepts, the code definitions of in- 
surance and annuities, the exemption pro- 
visions of the insurance laws and the 
legislative policy which underlie insur- 
ance regulation. To these matters we now 
turn. 


12 See, e.g., Anno. 63 ALR 736-8; 100 ALR 
1458; 119 ALR 1249. 


18 Mutual benefit associations not confined to a 
group of employees (and thus with a less closely 
knit membership) have been held subject to 
regulation as insurance. State v. Dane County 
Mutual Ben. Assn., 247 Wis. 220, 19 N.W. 2d 
303 (1945); Blakeley v. State, 194 Ark. 276, 108 
S.W. 2d 477 (1937); Internat’l Service Union 
Co. v. People, 101 Colo. 1, 70 P. 2d 431 (1937). 


What Is Insurance? 


Insurance is, first of all, an agreement 
by which a risk is shifted from one person 
to another.'* The risk is insurable, be- 
cause it is capable of being measured or 
expressed in money or other material 
terms and because the probability of its 
occurrence can be reliably estimated.'® 
Insurance in this broad, economic sense 
includes an annuity agreement, because 
an annuity agreement also shifts an insur- 
able risk, the financial risk of outliving 
one’s financial resources, from the annui- 
tant to the one who provides the an- 
nuity.'® 

But insurance is more than a risk-shift- 
ing agreement. It is also a plan, scheme 
or organization by which many individual 
risk-shifting agreements are brought to- 
gether in such a way that the risks in- 
volved are not merely shifted but also 
distributed, in a financial sense, among 
a group of persons subject to similar risks. 
The risks are distributed by means of fi- 
nancial contributions paid into a com- 
mon fund by the persons subject to the 
risk. The payments are in amounts pro- 
portional to the risks insured, and the 
fund is then used to idemnify those who 
suffer losses of the kinds insured against.1" 
Typically, the plan or scheme is a com- 
mercial organization, but there are many 
non-commercial forms of insurance.'® 

Risk-shifting and risk-distribution, then, 
are the essence of insurance as an eco- 
nomic concept, and they are reflected in 
the legal concept of insurance as defined 
in the insurance laws. The insurance laws 


14 Helvering v. Le Gierse, 312 U.S. 531 (1941); 


Estate of Keller v. Comm., 312 U.S. 543 (1941). 

15 Vance, Insurance (3 ed. 1951) 2. 

16$.E.C. v. Variable Annuity Life Ins. Co., 
257 F. 2d 201, 204-5 (D.C. Cir. 1957), rev'd on 
other grounds, 79 S. Ct. 618 (1959); Haberman 
v. Equitable Life Assur. Soc., 224 F. 2d 401 (5 
Cir. 1955), cert. den. 350 U.S. 948 (1956). 

17 Vance, op. cit., 2. 


18 Infra, notes 62-65. 
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require that an activity, to be subject to 
regulation as insurance, must meet two 
requirements: (1) it must involve an “in- 
surance contract” or an “annuity;” and (2) 
it must be “doing an insurance business” 
or “transacting insurance.” Thus the code 
definitions of “insurance” or “insurance 
contract,” define it as a risk-shifting or 
indemnity agreement. The Massachu- 
setts definition is typical: 


A contract of insurance is an agreement 
by which one party for a consideration 
promises to pay money or its equivalent, 
or to do an act valuable to the insured, 
upon the destruction, loss or injury of 
something in which the other party has 
an interest.1® 


Some codes have more elaborate defini- 
tions whose essence, however, is the same. 
For example, the New York Insurance 
Law defines “insurance contract” as— 


... any agreement or other transaction 
whereby one party, herein called the in- 
surer, is obligated to confer benefit of pe- 
cuniary value upon another party, herein 
called the insured or the beneficiary, de- 
pendent upon the happening of a fortui- 
tous event in which the insured or bene- 
ficiary has, or is expected to have at the 
time of such happening, a material interest 
which will be adversely affected by the 
happening of such event. A fortuitous 
event is any occurrence or failure to occur 
which is, or is assumed by the parties to 
be, to a substantial extent beyond the con- 
trol of either party.?° 
A number of the codes also define “life 
insurance,” most of them merely as insur- 
ance on human life. A few of the codes 
contain definitions which make clear that 
life insurance, too, involves indemnifica- 
tion, because it is required that the appli- 
cant or beneficiary have an insurable 
interest in the insured life.*! Similarly, 
the definitions of health insurance con- 
tained in a few of the codes, are in terms 
of “insurance against loss resulting from 
19 Mass. G.L. c. 175, Sec. 2. 


20 NLY. Ins. Law, Sec. 41(1). 
21 E.g., Ga. Code Ann. (1953), Sec. 56-901. 


bodily injury or death by accident, or 
from sickness, or from both.” 7” 

“Annuity” is defined in only six of the 
codes. The New York definition, which 
appears also in the insurance laws of 
North Carolina, Maryland, Utah and Vir- 
ginia, is as follows: 


“Annuities,” meaning all agreements to 

make periodic payr-ents, where the mak- 

ing or continuance of all or of some of a 

series of such payments, or the amount of 

any such payment, is dependent upon the 

continuance of human life. . . .28 

The definitions of “doing an insurance 
business” or “transacting insurance,” in 
the few codes containing such definitions, 
do not state explicitly that a risk-distribu- 
tion plan or scheme is meant.** Neverthe- 
less, what authority there is suggests 
strongly that courts would not consider 
the making of an isolated indemnity or 
annuity contract to be subject to the in- 
surance laws. This is probably true even 
where the terms “insurance business” and 
“transacting insurance” are defined so in- 
clusively as to include a single transac- 
tion.2> For example, the making of a con- 
tract of guaranty or suretyship by one not 
engaged in the bonding business,”* or the 
making of a family annuity contract, 
would not be subject to insurance regu- 
lation. 

Moreover, the main purpose of the ac- 
tivity in question must be risk-shifting and 
risk-distribution, or it is not subject to 
the insurance laws. Thus a warranty by a 


22 E.g., Md. Code Ann. (1957), Art. 48A, Sec. 


156(c). 

23 N_Y. Ins. Law, Sec. 46(2); N.C. G.S. (1950), 
Sec. 58-72; Md. Code Ann. (1957), Art. 48A, 
Sec. 156(b); Utah Code Ann. (1953), Sec. 31- 
11-2; Va. Code Ann. (1950), Sec. 38.1-3. 

24 E.G., N.Y. Ins. Law, Sec. 41(3); Va. Code 
Ann. (1950), Sec. 38.1-1. 

25 See, e.g., N.Y. Ins. Law, Sec. 41(3). 

26 “The same idea [that insurance involves risk- 
distribution as well as risk-shifting] is expressed 
when we say that an indemnitor becomes an in- 
surer only when he goes into the business of 
indemnifying.” Vance, op. cit., 5. Cf. N.Y. Ins. 
Law, Sec. 41(3)(b). 
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seller of the quality of his merchandise 
is clearly a risk-shifting contract and the 
risk (cost) involved is distributed over the 
whole group of purchasers as a part of 
the purchase price. But a seller who 
warrants the quality of his goods is not 
thereby subject to the insurance laws, be- 
cause a warranty is a customary and 
minor incident of his business.27 On the 
other hand, if a separate organization is 
established to warrant the quality of mer- 
chandise sold by others, it is clearly doing 
an insurance business. In this situation, 
the issuing of indemnity contracts and the 
distribution of the risks involved is the 
main purpose.”* 

In general, it is undeniable that self- 
insured welfare and pension plans are 
performing the same economic functions 
as the group insurance and annuity con- 
tracts issued by licensed insurance com- 
panies. Their main purpose is the shifting 
and distribution of mortality and mor- 
bidity risks. Nevertheless, there are a 
number of questions which must be an- 
swered before one can move from this 
general economic premise to the legal 
conclusion that a particular plan is sub- 
ject to regulation as insurance.”® 


Is There a Contract to Pay the 
Benefits? 


It is sometimes said that a self-insured 
plan is doing an insurance business only 
if the benefits are “guaranteed.” If by this 
is meant that a plan is not an insurance 


27 Evans & Tate v. Premier Ref'g Co., 31 Ga. 
App. 303, 120 S.E. 553 (1923). See 1 Couch, 
Insurance 2d, (1959) Sec. 1:15. 

28 State v. Western Auto Supply Co., 134 Ohio 
St. 163, 16 N.E. 2d 256 (1938); State v. Stand- 
ard Oil Co., 138 Ohio St. 376, 35 N.E. 2d 437 
(1941); Op. Maine A.G. Dec. 3, 1958, 1958 
Week. Und. Serv. Me. 10; Op. Wis. A.G. Sept. 
23, 1958, ibid. Wis. 18. To the same effect see 
rulings in 1957 Week. Und. Serv. Ariz. 14, Cal. 
59, Fla. 39, Ky. 24, Nev. 4. Contra, ibid. N.Y. 5. 

2° See generally Lutnicki, Employee Welfare 
Plans: Insured vs. Self-Insured, 1957 Proc. A.B.A. 
Ins. Sect. 125-142, and Tompkins, Employee 
Welfare Plans, 31 N.D. Lawyer 276 (1956). 


or annuity contract unless someone is 
obligated by contract to pay the benefits 
specified by the plan, the statement is cor- 
rect. A plan may, of course, be a purely 
voluntary and gratuitous act on the part 
of the employer.*® Or it may contain a 
provision denying that employees have an 
enforceable right to the benefits. But most 
plans today are intended to confer legally 
enforceable rights.*! The question re- 
mains, however, whether such rights are 
contractual in nature, sufficiently so, at 
least, to come within the meaning of “in- 
surance contract” or “annuity” in the 
insurance laws. The answer will vary, de- 
pending on the form of administration of 
the plan, the terms of any collective bar- 
gaining agreement establishing it, the 
terms of any trust instrument involved, 
and the manner in which the plan is made 
known to employees. 


Employer-Administered Plans 


An employer who establishes a benefit 
plan for his employees and makes its terms 
known to them, is generally held to have 
made his employees an offer to enter a uni- 
lateral contract. An employee may accept 
this offer by entering employment or by 
continuing to work.*? The vesting of the 
employee’s right to receive the benefits is, 
of course, subject to the eligibility re- 
quirements laid down in or implied by 


8° Kravitz v. 26th Century Fox, 5 Misc. 2d 368, 
160 N.Y.S. 2d 716 (1957); Hughes v. Encyclo- 
pedia Britannica, 1 Ill. App. 2d 514, 117 N.E. 2d 
880 (1954); Dolan v. Heller Bros. Co., 30 N.J. 
Super. 440, 104 A. 2d 860 (1954). 

$1.On the enforceability of employees’ rights 
under benefit plans, see generally Note 70 Harv. 
L. Rev. 490 (1957); Note 66 Yale L.J. 449, 454- 
57 (1957); Note 56 Col. L. Rev. 251 (1956); 
Anno. 18 A.L.R. 2d 352, 42 A.L.R. 2d 352 and 
52 A.L.R. 2d 437. 

82 Chinn v. China Corp., 138 Cal. App. 98, 291 
P. 2d 91 (1955); Hunter v. Sparling, 87 Cal. 
App. 2d 711, 197 P. 2d 807 (1948) (alternative 
holding); Wilson v. Rudolph Wurlizer Co., 48 
Ohio App. 450, 194 N.E. 441 (1934); Epmeier 
v. U.S., 199 F. 2d 508 (7 Cir. 1952); Wanhope 
v. Press Co., 256 App. Div. 433, 10 N.Y.S. 2d 
797 (1939). 
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the plan.** But these requirements are 
conditions of the employee's right, and 
not part of the employee’s acceptance of 
the employer’s offer, which must be ful- 
filled before any contract comes into 
being. 

If the plan is contributory, the payment 
of the employee’s contributions may be 
viewed as the consideration which makes 
binding the employer’s promise to pay. 
The employee’s authorization to the em- 
ployer, to deduct contributions from his 
salary, might even be construed as a 
promise by the employee to make con- 
tributions, thus creating a bilateral con- 
tract. Again, if the plan was in existence 
at the time the employee came to work, 
and if its terms were made known to him 
as an inducement to employment, the em- 
ployer’s promise to pay the benefits could 
be considered a part of the employee's 
employment contract. 

Where the employer has signed a col- 
lective bargaining agreement which con- 
tains the plan, the employee has a contrac- 
tual right to the benefits, by virtue of the 
collective bargaining agreement itself. 
Despite older cases to the contrary, it is 
now generally held that a union member 
has standing to enforce a collective labor 
agreement, insofar as it embodies rights 
included for his benefit as an individual, 
rather than as a member of a group.** The 
rule has been applied to the enforcement 
of employees’ rights under collectively 
bargained plans administered by employ- 
ers.*5 Sometimes based on the theory that 
the employee is a third-party beneficiary, 
sometimes on the theory that the contract- 
ing union acted as his agent, the rule has 
been applied even where the employee is 
not a member of the contracting union, 

33 Twiss v. Lincoln Co., 136 Neb. 788, 287 
N.W. 620 (1939). 

34See cases cited Anno. 18 A.L.R. 2d 361- 


35 Vallejo v. American RR, 188 F. 2d 513 (1 
Cir. 1951); AFL v. Western Union, 179 F. 2d 
535 (6 Cir. 1950). 


if he was one of the class of employees 
which the collective agreement was in- 
tended to benefit. Thus by one theory or 
another, it is usually possible to find a 
contractual right in the employee, under 
employer-administered plans. 


Trustee-Administered Plans 


Where the plan is administered by a 
trustee, it may be more difficult to find a 
contractual right to the benefits, in the 
employees. Suppose, for example, the em- 
ployer establishes a pension plan pursuant 
to a collective labor agreement and the 
plan is administered by a Taft-Hartley 
trust. By the terms of the plan, the em- 
ployer’s obligation is merely to pay contri- 
butions to the trustees. All benefits are to 
be paid by the trustees. Clearly, the em- 
ployer’s promise to contribute is not itself 
an insurance or annuity contract, since it 
involves no mortality or morbidity contin- 
gency. The insurance or annuity contract, 
if there is one, must be found in the 
trustees’ obligations to the employees. 

The employee is, of course, the bene- 
ficiary of a trust and has the usual rights 
of a beneficiary against a trustee, includ- 
ing an equitable right to the benefits ac- 
cording to the terms of the plan.** A right 
of this nature may be sufficient to con- 
stitute an insurance contract, under the 
broad definition of “insurance contract” 
as “an agreement or other transaction,” 
which is law in New York.** But under 
most insurance laws, a right of this kind, 
which depends on the law of trusts rather 
than the law of contracts, would not seem 
to be an insurance or annuity contract. 

However, it may sometimes be possible 
to construe the trust indenture as a con- 
tract between the employer and the trus- 


36 Whelan v. O'Rourke, 5 App. Div. 2d 156, 
170 N.Y.S. 2d 284 (1958); United Marine Local 
33 v. Essex Co., 216 F. 2d 410 (3 Cir. 1954) 
(dictum); Upholsterers’ Internat’l Union v. 
Leathercraft Co., 82 F. Supp. 570 (E.D. Pa. 
1949) (dictum). 


37 N.Y. Ins. Law, Sec. 41(1). 
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tee, binding the trustee to carry out the 
plan. Where this construction is possible, 
an employee would have an enforceable 
right to the benefits as a third-party bene- 
ficiary, with the same legal standing to 
enforce the plan as a certificate holder 
under a group insurance or annuity con- 
tract.3* It may even be possible to find 
a unilateral contract between the trustees 
and the employer, by which the trustees 
promise to carry out the plan in con- 
sideration of the employer's contributions. 
Here, too, the employees would have en- 
forceable rights to the benefits as third- 
party beneficiaries. 

Suppose, however, the trust indenture 
shows plainly that the trustees’ obligation 
to pay the benefits arises from their status 
as trustees and not by contract. In order 
to find an insurance contract here, resort 
must be had to the doctrine of promissory 
estoppel.*%* The trustees, by making 
known to employees the terms of the plan, 
make a promise to pay the benefits and 
that promise becomes enforceable when 
an employee accepts employment or con- 
tinues to work in reasonable reliance on 
it.8® Since the essence of contract is an 
enforceable promise, a right created by 
promissory estoppel should be sufficiently 
contractual in nature to be considered an 
insurance or an annuity contract under 
the insurance laws, even though it is not 
a contract right in a strict common law 
sense. 

The doctrine of promissory estoppel 
may play an important part in deciding 
the question which is the subject of this 
paper, because so many self-insured plans 
today are of the fixed-cost type. In these, 
"88 Poch v. Equitable Life Assur. Soc., 343 Pa. 
119, 22 A. 2d 590 (1941); Emerick v. Conn. Gen. 
Life Ins. Co., 120 Conn. 60, 179 Atl. 335 (1935). 

58* See Restatement, Contracts, sec. 90 (1932). 

%° Hunter v. Sparling, supra note 32 (alterna- 
tive holding); Sessions v. So. Cal. Edison Co., 47 
Cal. App. 2d 611, 118 P. 2d 935 (1941); Langer 
v. Superior Steel Corp., 105 Pa. Super. 579, 161 


Atl. 571 (1932) (alternative holding), rev'd on 
other grounds, 318 Pa. 490, 178 Atl. 490 (1935). 


the whole design of the plan is delegated, 
by the collective bargaining agreement, to 
trustees. In plans of this kind, no insur- 
ance or annuity contract can be found 
in the collective bargaining agreement or 
in the trust indenture, because these docu- 
ments do not spell out a plan. There is no 
plan until the trustees act to define one. 
Once they have done so, however, and 
have made its terms known to employees, 
an enforceable obligation to pay the bene- 
fits arises by promissory estoppel. 

Plans frequently contain provisions giv- 
ing the employer or trustee discretion to 
define or alter the employees’ rights. Pro- 
visions of this kind may be drawn so 
broadly as to prevent an enforceable obli- 
gation from arising. More frequently, 
however, they are not open to this con- 
struction, because the trustee’s or em- 
ployer’s discretion is limited by stand- 
ards, explicit or implied, and cannot be 
arbitrarily exercised, or because the plan 
contains vesting provisions which confer 
rights which survive termination or modi- 
fication of the plan.“ 


Are the Benefits “Guaranteed?” 


The statement that a self-insured plan 
is doing an insurance business only if the 
benefits are “guaranteed,” is sometimes 
given another meaning. Self-insured plans 
today are usually funded plans, in which 
the employee’s right to receive benefits is 
limited by the assets of a particular fund. 
There is no pledge by the employer to 
pay the promised benefits if contributions 
to the fund prove insufficient. The absence 
of such a pledge or guaranty is said to 
distinguish a self-insured plan from an 
insurance or annuity contract, because in- 
surance and annuity contracts are backed 
by the full credit of the insurer. 

Yet, an incorporated insurance com- 
pany’s guarantee is also limited by the 


assets of the company. In both the self- 


* Forrish v. Kennedy, 377 Pa. 370, 105 A. 2d 
67 (1954). 
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insured and the insured plan, an insurable 
risk has been shifted from the employee 
to the plan or the company, to the extent 
of the available assets of the plan or the 
company, and to that extent only. The real 
difference between the employee’s rights 
under a self-insured plan and his rights 
under an insured plan is not in their legal 
status, but in the greater reliability of the 
insurance company’s promise to pay. This 
is due mainly to the fact that the insur- 
ance company is subject to comprehensive 
regulation designed to assure its solvency. 
It can hardly be argued that, because the 
solvency of a self-insured plan is less cer- 
tain, the plan should not be subject to 
regulation whose purpose is to assure sol- 
vency. 

Neveriheless, it has been argued that, 
as long as employees understand that a 
trustee’s promise does not have the same 
reliability as an insurance company’s, no 
harm is done. This was the basis of rulings 
by the California and Florida Attorneys 
General. They held that trusteed plans 
are not subject to insurance regulation if 
employees are told that their rights to 
benefits are no better than the assets of 
the trust fund and if the benefits are not 
called “insurance.” *! This reasoning runs 
counter to one of the most fundamental 
purposes of insurance regulation—to pro- 
tect beneficiaries from the risk of the in- 
surer’s insolvency. No regulated insurance 
company could avoid regulation by ad- 
vising its policyholders that it had de- 
cided no longer to adhere to the reserve 
requirements, the investment rules and 
the other provisions of the insurance laws, 
whose purpose is to assure solvency. 


Variable Benefit Plans 


Plans which promise variable retire- 
ment benefits on an equity-unit basis, pre- 
sent a similar legal issue. Under a plan 


41 Op. Cal. A.G. No. 57/158 (Dec. 8, 1958); 
Op. Fla. A.G. No. 057-348, 1957 Week. Und. 
Serv., Fla. 70. 


of this kind, the trustee assumes no mor- 
tality risk, because the value of the equity 
unit may vary not only with the invest- 
ment experience of the fund, but also 
with the mortality experience of the group 
of retired employees.*? It is therefore 
arguable that such a plan is not an an- 
nuity contract but rather a group invest- 
ment contract similar to a mutual fund. 
Also the term “annuity” may be thought 
to mean only a benefit whose basic 
amount is fixed. 

A full examination of these issues is 
beyond the scope of this paper. However, 
it would appear that the position of an 
individual retiree, under a plan of this 
kind, is quite different from that of a 
shareholder in a mutual fund. His claim 
on the fund’s assets is not a fixed percent- 
age share (as in a mutual fund) but a 
share whose size will be affected by how 
long he lives and by the mortality ex- 
perience of the group. Thus an equity- 
unit retirement plan does shift each 
participant’s mortality risk from the 
individual to the whole group of retired 
employees. The only decision directly in 
point held that an equity-unit plan es- 
tablished by a fraternal order for its own 
members, was an “annuity” under the 
New York Insurance Law.** A recent 
Connecticut decision ** and the Supreme 
Court’s holding in the Variable Annuity 
case *® have been cited on the other side, 
although the latter case is not in point 


because it dealt with the meaning of 


*2 An equity-unit plan is to be distinguished 
from a variable annuity contract issued Sy an in- 
surance company, in which the company guaran- 
tees the mortality assumptions though not the 
investment assumptions underlying the contract. 
See SEC v. Variable Annuity Life Ins. Co.,°79 
S. Ct. 618 (1959); N.J. Public Laws 1959, c. 
122, Sec. 5(e). 

43 In re Supreme or Cosmopolitan Council, 193 
Misc. 996, 86 N.Y.S. 2d 127 (1949). Cf. People 
v. Roschli, 275 N.Y. 26, 9 N.E. 2d 763 (1937). 

*4 Spellacy v. American Life Ins. Assn., 144 
Conn. 346, 131 A. 2d 834 (1957). 

#5 SEC wv. Variable Annuity Life Ins. Co., 79 
S. Ct. 618 (1959). 
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“annuity” in the federal securities laws, 
not in state insurance laws. 


Do the Benefits Qualify as 
“Insurance” or “Annuities?” 

Assuming a contractual obligation to 
pay, do the benefits provided under self- 
insured plans qualify as “life insurance,” 
“health insurance” or “annuities,” under 
the insurance laws? A death benefit paid 
under a welfare plan is clearly life insur- 
ance.** On the other hand, the incidental 
death benefit payable under a pension 
plan is not life insurance, if it is merely the 
return (with or without accumulated in- 
terest) of the employee’s own contribu- 
tions. Such a benefit is a return of capital 
under a special kind of investment con- 
tract. It is not an insurance contract, be- 
cause no mortality risk is shifted from the 
employee to the employer. The same may 
probably be said of death benefits which 
include the employer's contributions for 
the employee's account (plus interest), to 
which the employee had acquired before 
death, a vested right by fulfilling the 
eligibility requirements of the plan. 

Hospital and medical expense benefits 
payable under self-insured plans are le- 
gally indistinguishable from health insur- 
ance, and the same may be said of tem- 
porary disability income. The risks 
assumed by the employer or trustee, 
under plans of these kinds, are the same 
risks assumed by a commercial insurer 
under a health insurance policy. 

However, if the disability income is 
merely the temporary continuation of 
wages or salary during disability, by an 
employer for his own employees (i.e., 
sick pay), the question may be raised 
whether a court would consider the pay- 
ment insurance, or merely a special form 
of compensation. True, the essential fea- 
tures of an insurance contract are present. 


Op. Wis. A.G., 1956 Week. Und. Serv. Wis. 
7 


The risk of loss of earnings due to illness, 
is shifted from the employee to the em- 
ployer. Yet, it is arguable that sick-pay 
is so customary and so minor an incident 
of the payment of wages and salaries, that 
it is artificial to call it health insurance. 
This was at any rate the view of several 
federal courts under the Internal Reve- 
nue Code ** until the Supreme Court de- 
cided, in 1957, that benefits paid under 
a non-funded, single-employer, non-con- 
tributory sick-pay plan were deductible 
to the employee, for income tax purposes, 
as “health insurance.” ** A fortiori, disa- 
bility income payments under a contribu- 
tory, trustee-administered plan would be 
health insurance, at least for tax purposes. 
The question whether a pension paid 
by an employer to his own employees, is 
an annuity under the insurance laws pre- 
sents a similar difficulty. Such a pension 
is literally an “annuity,” since it is a pe- 
riodic payment which continues for the 
life of the retired employee. But employ- 
ers have been providing pensions for their 
own employees for many years without 
challenge under the insurance laws. It 
can be contended that such a pension 
(like sick-pay) is a form of wage or sal- 
ary continuation which is a customary 
incident of compensation, and therefore 
should not be considered an annuity, at 
least where the plan is non-contributory. 
Indeed, before the days of formal pen- 
sion plans, retirement pensions were no 
more than the voluntary continuation of 
compensation to deserving employees. 
Support for this conclusion may be 
found in a recent California decision that 
an uninsured pension plan established by 


” Cary v. U.S., 141 F. Supp. 750 (D. Neb. 


1956); Moholy vo. U.S., 235 F. 2d 562 (9 Cir. 
1956); Branham v. U.S., 136 F. Supp. 342 
(W.D. Ky. 1955), rev'd on authority of Haynes 
case (see note 48), 245 F. 2d 235 (9 Cir. 1957); 
Contra, Epmeier v. U.S., 199 F. 2d 508 (7 Cir. 
1952). 

8 Haynes v. U.S., 353 U.S. 81 (1957). The 
facts are fully set forth in the district court’s 
opinion, 139 F. Supp. 671 (N.D. Ga. 1955). 
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an employer for his own employees was 
not an annuity or an insurance contract, 
for purposes of state premium taxation, 
although the employer was a life insur- 
ance company and the plan was contribu- 
tory.*® As the court said, “Had this plan 
been established and maintained by an 
employer who was not an insurer, we 
think no one would contend that it was 
an insurance contract or that its establish- 
ment and maintenance constitute the 
doing of an insurance business. . . . Such 
was not its purpose and such was not its 
nature.” On the other hand, a retirement 
pension paid by a multi-employer trust or 
by a Taft-Hartley trust is essentially a 
retirement annuity, since it cannot be as- 
similated to wage or salary continuation 
by an employer to his own employees. 


A further obstacle to bringing pension 
plans under insurance regulation, is the 
fact that a number of the insurance codes 
do not state whether an organization 
which confines its activity to annuities 
and issues no insurance contracts, is sub- 
ject to licensing and regulation. In thir- 
teen states, it is clear that such an organi- 
zation would be subject to the insurance 
law.*© But in the others, the insurance 
law does not explicitly provide that the 
issuing of annuity contracts by an organi- 
zation which is not otherwise engaged in 
the insurance business, constitutes the 


doing of an insurance business. In the 


#9 California-Western States Life Ins. Co. v. 
State Board of Equalization, 151 Cal. App. 2d 
559, 312 P. 2d 19 (1957). 


5° California: Ins. Code Sec. 101. Illinois: Ins. 
Code Sec. 616. Maine: R.S. (1954) c. 60, Sec. 
170. Maryland: Code Art. 48a, Sec. 152. Massa- 
chusetts: G.L. c. 175, Sec. 118; Mutual Benefit 
Life Ins. Co. v. Comm., 227 Mass. 63, 116 N.E. 
469 (1917)(dictum). Michigan: Comp. L. Sec. 
522.29. Minnesota: Stat. Ann. Sec. 61.01. Missis- 
sippi: Code (1942), Title 22, Sec. 5680. New 
Jersey: S.A. Sec. 17:17-12 and 17:49-5. New 
York: Ins. Law, Secs. 40, 46; In re Supreme or 
Cosmopolitan Council, supra, note 43. Okla- 
homa: Stat. (1951), Sec. 36-181. Oregon: R.S. 
Sec. 739.005. Wyoming: Comp. Stat. (1945) 
Sec. 52-501. 


latter states, it may be arguable that a 
pension plan is not subject to the insur- 
ance law even if the plan is considered 
an annuity contract. 


Medical and Hospital Services 


Another question is whether benefits in 
the form of hospital or medical service, 
as distinguished from payments in money, 
are health insurance. A number of cases 
have considered the question whether 
hospital and medical service organiza- 
tions are doing an insurance business. The 
majority view is that they are not.®! The 
courts have reasoned that an agreement 
to provide service in the event of need, 
is not an indemnity contract because it 
does not reimburse an antecedent loss, 
since no loss in a financial sense is in- 
curred until a payment for medical serv- 
ice has been made, or a debt for the 
service has been incurred. 

The reasoning is open to serious ques- 
tion. Contracts with undertakers to pro- 
vide funeral service in the event of death 
in the family, and contracts to replace 
broken plate glass, damaged tires and 
worn out parts as and if required, which 
are indistinguishable analytically from 
medical and hospital service contracts, are 


generally held to be insurance contracts.®* 


50° Op. Ohio A.G. No. 2033, Ohio Rev. Code 
Ann. (1953), Sec. 3907.01, note 35. See Carroll 
v. Equitable Life Assur. Soc., 9 F. Supp. 223, 
224 (W.D. Mo. 1934) (dictum). 

51 Jordan v. Group Health Assn., 107 F. 2d 239 
(DC Cir. 1939); Mich. Hosp. Serv. v. Sharpe, 
339 Mich. 357, 63 N.W. 2d 638 (1954); Cal. 
Phys. Serv. Co. v. Garrison, 28 Cal. 2d 790, 172 
P. 2d 4 (1946); Comm. v. Community Health 
Serv., 129 N.J. L. 427, 30 A. 2d 44 (1943); State 
v. Universal Serv. Agency, 87 Wash. 413, 151 
Pac. 768 (1915); Crites v. Williamette Valley 
Co., 87 Or. 10, 169 Pac. 339 (1917); 56 C.J.S. 
Sec. 163. Contra, Cleveland Hosp. Serv. Assn. 
v. Elbright, 142 Ohio Ct. 51, 49 N.E. 2d 929 
(1943); McCarty v. King County Medical Serv. 
Corp., 26 Wash. 2d 660, 175 P. 2d 653 (1946). 
29 Am. Jur., Sec. 12.5 (Supp. 1959). 

52 State v. Dewitt C. Jones Co., 108 Fla. 613, 
147 So. 230 (1933) (funeral contract); 1957 
Week. Und. Serv. Fla. 76 and Mo. 15 (funeral 
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In all these cases, there is no strictly pe- 
cuniary or financial loss which is indem- 
nified, but there is indemnification in an 
economic sense. Moreover, many of the 
insurance laws define “insurance” as a 
contract to confer a “benefit of pecuniary 
value,” 5° or to pay “money or its equiva- 
lent.” 54 


Non-Contributory Plans as Insurance 

It has been contended that plans to 
which employees do not contribute are 
not insurance operations, because the ele- 
ment of risk-distribution is not present. 
A plan of this kind, it is said, may be 
a risk-shifting or indemnity contract but 
not an insurance operation. This conten- 
tion overlooks the fact that the employ- 
er's contributions are considered by all 
parties as the equivalent of, or as a sub- 
stitute for, additional compensation. This 
is especially true if the plan is the result 
of collective bargaining. An employer's 
contribution to a plan is legally equiva- 
lent to wages or salary under the National 
Labor Relations Act,®* the Bankruptcy 
Act and state community property 


contracts); People v. Roschli, 275 N.Y. 26, 9 
N.E. 2d 763, (1937) (plate glass); State v. 
Western Auto Supply Co., 134 Ohio St. 163, 16 
N.E. 2d 256 (1938) (tires); Gerenstein v. Wer- 
ner, 164 N.Y.S. 2d 122 (1957) (neon sign parts); 
Allin v. Motorists’ Alliance, 234 Ky. 714, 29 S.W. 
2d 19 (1930) (legal service); National Auto 
Service Corp. v. State, Texas, 55 S.W. 2d 209 
(1932). Contra, Moresh v. C’Regan, 187 Atl. 619 
(1936), rev'd on other grounds 192 Atl. 831 
(N.J. 1937) (plate glass); Transportation Guar- 
antee Co. v. Jellins, 29 Cal. 242, 174 P. 2d 625 
(1946) (auto repair service). See also Op. IIl. 
A.G. No. 457, 1958 Week. Und. Serv. Ill. 1 and 
1957 Week. Und. Serv. Cal. 65. 

53 E.g., N.Y. Ins. Law Sec., 41(1). 

4 E.g., Mass. G.L. c. 175, Sec. 2. 

55 Vailejo v. RR, 188 F. 2d 513 (1 Cir. 1951); 
Vandenburg v. John Hancock Mut. Life Ins. Co., 
48 N.J. Super. 1, 136 A. 2d 661 (1957). See 
Baker, Employee Rights Under Collectively Bar- 
gained Group Plans, 1958 Proc. A.L.I.C. 416- 
417. 

56 In re Schmidt, 33 Lab. Rep. Ref. Man. 2283 
(S.D. Cal. 1953); Contra, In re Sleep Products, 
141 F. Supp. 463 (S.D. N.Y. 1956); See Note 66 
Yale L.J. 449. 





laws.5*? Thus the employees are the eco- 
nomic source of the contributions, whether 
or not the plan is contributory. Non-con- 
tributory plans are as much risk-distribut- 
ing schemes as are contributory plans.** It 
is sometimes said that a multi-employer 
non-contributory plan is an insurance 
operation but that a single-employer non- 
contributory plan is not.®® The distinction 
is illogical. If employees are the economic 
source of their employer's contributions, 
the plan is a risk-distributing scheme, 
regardless of the number of employers in- 
volved. 


Non-Commercial Plans as Insurance 


Apart from certain multi-employer pen- 
sion plans administered by banks, self- 
insured plans are operated not for profit 
and without any commercial interest or 
motivation. This characteristic has been 
the basis for a contention that self-insured 
plans are not doing an “insurance busi- 
ness,” because they are not commercial or 
profit-seeking organizations. 

There is some authority for the view 
that the non-commercial or non-profit na- 
ture of an activity has weight in deter- 
mining whether the activity qualifies as 
“insurance business.”® The holding in 
the recent California case cited above, 
is largely based on that ground.*' Yet in- 
surance-like activities conducted by non- 
commercial organizations such as railroad 
brotherhoods,*? Masonic orders,* auto- 

5? Boyd v. Curran, 166 F. Supp. 1953 (S.D. 
N.Y. 1958). 

58 Haynes v. U.S., supra note 48, held that a 
non-contributory plan was “health insurance” for 
federal income tax purposes. 

5° 1956 Week. Und. Serv. Ind. 1. 

*° Comm. v. Equitable Beneficial Assn., supra, 
note 10; State v. Dewitt C. Jones Co., supra, 
note 52. See Anno. 63 A.L.R. 2d 738 for other 
authorities. But see N.Y. Ins. Law, Sec. 41(4). 

61 California-Western States Life Ins. Co. v. 
State Board of Equalization, supra, note 49. 

®2 Supra, note 11. 

®3 Knights Templar and Mason’s Life Indem- 
nity Co. v. Berry, 50 Fed. 511 (8 Cir. 1892). See 
Anno. 63 A.L.R. 2d 733. 
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mobile associations ** and veterans’ organ- 
izations ® have frequently been found 
subject to the insurance laws. And in 
states which require the licensing of all 
persons or organizations “transacting in- 
surance,” no requirement of profit mo- 
tive or commercial interest can be inferred 
from the language of the insurance law. 


Statutory Exemptions Applicable 
to Self-Insured Plans 


A few of the insurance codes contain 
exemption or exclusion provisions applic- 
able to self-insured employee-benefit 
plans. The California and Hawaii codes 
contain the most inclusive exemptions. 
The California code exempts— 


Trustees of a fund established by one em- 
ployer, or by one or more employers in the 
same industry, or by one or more labor 
unions, or by one or more employers and 
one or more labor unions, to insure em- 
ployees of the employers or members of the 
unions for the benefit of persons other than 
the employers or the unions.*7 


The Hawaii code exempts— 


A plan or agreement between an employer 
or any employee or his representative, indi- 
vidually or collectively by the terms of 
which the employer or the parties to the 
plan or agreement agree to contribute to 
the cost of non-occupational disability 


* Op. Texas A.G. No. WW-63, 1957 Week. 
Und. Serv. Tex. 6. 

65 Op. Mo. A.G. No. 52-56, 1956 Week. Und. 
Serv. Mo. 30. 

® Nearly a third of the state insurance laws ex- 
empt employee mutual benefit associations wholly 
or in part from insurance regulation. These as- 
sociations are typically defined as “domestic so- 
cieties which limit theix membership to employees 
of a. . . designated fir:n, business house, or cor- 
poration, which provide for a death benefit of 
not more than $400 or disability benefits of not 
more than $350 to any person in any one year, 
or both.” R.I. Gen. L., Sec. 27-25-24(c). This 
exemption is not applicable to self-insured wel- 
fare plans because they are not “societies” with 
“members” and because they normally pay bene- 
fits well above these minima. It is obviously 
inapplicable to pension plans. 

67 Cal. Ins. Code, Sec. 699. 


benefits, medical attention, treatment or 
hospitalization for the employee or mem- 
bers of his family unless such plan is under- 
written by an insurer as defined in this 


chapter.*8 


It is clear in the case of the Hawaii code, 
and somewhat less clear in the case of the 
California provision, that the exemption 
does not apply to pension or retirement 
benefits in the nature of annuities, but 
only to insurance-like benefits. 

The California, New York and Massa- 
chusetts insurance laws exempt union- 
administered plans, although the Califor- 
nia and New York exemptions would not 
exempt annuities issued by a union.®® Six 
insurance codes exempt “orders, societies 
or associations which admit to member- 
ship only persons engaged in one or more 
crafts or hazardous occupations in the 
same or similar lines of business.” 7 Such 
provisions do not apply to employer-ad- 
ministered or jointly administered plans, 
which have no “members” and are not 
“orders, societies or associations.” They 
may, however, exempt plans administered 
by craft unions, or by unions confined to 
“hazardous occupations.” 

The Massachusetts insurance law ex- 
empts Taft-Hartley plans, defined as 
“trusts complying with the requirements 
of subsections (a) and (b) of section 
186c-5 of Title 29, U.S. Code.” ™ More- 
over, the Attorney General of New York 
has interpreted the labor union exemp- 
tion in Section 466(a) of the New York 
Insurance Law to include Taft-Hartley 
plans.*? Whether his conclusion would 
stand up in court is open to serious doubt. 

*8 Hawaii R.L. (1955), Sec. 181-4(b). 

® Cal. Ins. Code, Sec. 10505; N.Y. Ins. Law 
Sec. 466(a); Mass. G.L. c. 175, Sec. 29. 

7 Arizona R.S. (1956), Sec. 20-889; Nev. R.S. 
Sec. 688, 430; N.C. G.S. (1950), Sec. 58-291; 
Okla. Sess. L. 1957, Tit. 36, Sec. 2745; @.1. Gen. 
L. Sec. 27-25-24(b); S.D. Laws 1959, c. 201, 
Sec. 41(2). 

™ Mass. G.L. c. 175, Sec. 29. 

12 Op. A.G. Nov. 21, 1956, 1956 Week. Und. 
Serv. N.Y. 57. 
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The central purpose of Section 302(c) 
of the Taft-Hartley Act is to take the plan 
and its funds out of the exclusive control 
of the union. There is thus a clear legal 
distinction between the union and the 
trustees, who include employer as well as 
union representatives. Nevertheless, the 
New York Attorney General reasoned that 
the presence of the trust did not alter the 
fact that a Taft-Hartley plan is essen- 
tially a union plan within the meaning 
of Section 466(a). He held that Section 
466(a) was intended to exempt plans 
which provide benefits “incidental to 
membership and participation” in a labor 
union, whether the plan is administered 
by a trust or by the union itself. His con- 
struction stretches the language of Sec- 
tion 466(a) far beyond its apparent mean- 
ing. 

Finally, the California, Massachusetts 
and New York insurance laws exempt cer- 
tain employer-administered plans.** The 
California code exempts plans adminis- 
tered by an employer, providing disability 
benefits for his own employees.** The 
Massachusetts insurance law exempts re- 
tirement pension plans established on a 
contributory basis by one or more em- 
ployers “engaged in the same or directly 
related fields of enterprise and under the 
same or substantially the same manage- 
ment.” 7° The New York Insurance Law 
exempts insurance-like benefits issued by 
“organizations which limit their member- 
ship to the employees of . . . one or more 
business corporations or firms having 
business interests in common,” * and “re- 
tirement systems” for the employees, offi- 
cers and agents of any employer or of 
“one or more corporations having business 
interests in common.” ** 


73 See also Kan. G.S. (Supp. 1957), Sec. 40- 
202. 

™ Cal. Ins. Code, Sec.10494.5. 

™ Mass. G.L., c. 32, Sec. 39. 

7 N.Y. Ins. Law, Sec. 466(b). 

77.N.Y. Ins. Law, Sec. 200. 


The Disclosure Laws 


It is sometimes argued that the welfare 
and pension plan disclosure laws enacted 
in California, Connecticut, Massachusetts, 
New York, Washington and Wisconsin ** 
impliedly exempt employee-benefit plans 
subject to them, from regulation under 
the insurance laws, because they establish 
an alternative and exclusive system of 
regulation for such plans. This contention 
has been advanced somewhat tentatively 
by the Attorneys General of California 
and New York.7® However, four of the 
six disclosure laws, including those of 
California and New York, provide ex- 
plicitly that the law is not intended to 
relieve plans of the duty of complying 
with other applicable laws.®° The legis- 
lative background of the disclosure laws 
does not support the view that they were 
intended to establish an exclusive system 
of regulation. 


Section 302(c) of the Taft-Hartley Act 


One of the most important arguments 
advanced by the proponents of self-insur- 
ance of employee-benefit plans, is that 
Section 302(c) of the Taft-Hartley Act 
ousts the states of jurisdiction to regulate 
Taft-Hartley funds under the insurance 
laws. The contention is that Section 
302(c) authorizes a Taft-Hartley fund to 
pay benefits to employees directly (i.e., 
on a self-insured basis) and that this 
creates a right under federal law, whose 
exercise the states may not regulate. Al- 
ternatively, it is asserted that Section 


78 Cal. Ins. Code, secs. 10640-55; Conn. G.S. 


(1958), secs. 31-78 to 31-89; N.Y. Ins. Law, 
secs. 37-37p and Bank. Law, secs. 60-75; Mass. 
G.L. c. 151D; Wash. R.C. (Supp. 1957), secs. 
48.52.010—.080; Wis. S.A. 1957, secs. 211.01— 
17. 

7 Supra, notes 5 and 6. 

89 Cal. Ins. Code, sec. 10654; N.Y. Ins. Law, 
sec. 370; Mass. G.L. c. 151D, Sec. 8; Wis. S.A. 
(1957), sec. 211.17(1). Cf. Sec. 10(a) of the 
federal Welfare and Pension Plans Disclosure 
Act. 
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302(c) establishes a federal regulatory 
scheme for the operation of Taft-Hartley 
funds, which pre-empts the field. 

Section 302(c) of the Taft-Hartley Act 
makes it unlawful for an employer to pay 
money to a union or other employee rep- 
resentative. The section then makes five 
exceptions to this general prohibition, one 
of which permits payments to a trust fund 
established by a union or other employee 
representative. This exception is further 
limited by a series of provisos, one of 
which requires that the trust consist of 
an equal number of employer and em- 
ployee representatives. Another requires 
that the employer's contributions be held 
in trust— 


For the benefit of employees, their families 
and dependents, for medical or hospital 
care, pensions or retirement or death of 
employees, compensation for injury or ill- 
ness resulting from occupational activity, 
or insurance to provide any of the fore- 
going, or unemployment benefits, or life 
insurance, disability and sickness insur- 
ance, or accident insurance.®! 


The Attorney General of Florida has 
construed this language as though it were 
intended to confer on Taft-Hartley trus- 
tees a positive right to pay benefits to em- 
ployees directly, or to provide them 
through insurance, and his opinion has 
been cited with approval by the Attorney 
General of California.*? But the language 
quoted seems intended to do no more 
than to define what is meant by “for the 
benefit of employees.” Thus it specifies 
the particular circumstances in which the 
exception to the prohibition against pay- 
ments to employee representatives will 
apply. 

Nor does it appear that Section 302(c) 
was intended to enact a general scheme 
for regulating benefit payments by Taft- 
Hartley funds, which would pre-empt the 


8129 U.S.C.A., sec. 186(c)(5)(A). 


®2QOp. Fla. A.G. No. 057-360, 1957 Week. 
Und. Serv. Fla. 74; Op. Cal. A.G. No. 57/158 
(Dec. 8, 1958). 


field and exclude the possibility of state 
regulation. The only decision in point, 
that of an umpire appointed by a federal 
district court, holds that Section 302(c) 
does not prevent application of the Massa- 
chusetts insurance law to a group insur- 
ance contract issued to a Taft-Hartley 
trust.** The intention of Congress to ex- 
clude states from exerting their police 
power must be clearly manifested to be 
effective,** and no such intention is mani- 
fest in Section 302(c), which is no more 
than “a highly specialized restriction on 
the legality of employer's agreements to 
make payments to employee representa- 
tives.” ®5 This reading of the legislative 
purpose is consistent with a statement by 
Senator Taft, made on the floor of the 
Senate, that the overall aim of Section 
302(c) was to prevent the employer's 
contributions from being “usable for any 
purpose which [the union leaders] might 
think is to the advantage of the union or 
the employee.” * The regulation of self- 
insured Taft-Hartley plans under state in- 
surance laws does not conflict with this 
limited aim and tends, indeed, to fur- 
ther it. 


Conclusion 


The broad purpose of insurance regula- 
tion is to assure that the reasonable ex- 
pectations of persons who rely on the 
promised benefits shall not be frustrated 
—by dishonest or extravagant manage- 
ment, by unsound actuarial, funding or 
investment practices, or by unfairness in 
the terms of contracts or in their adminis- 
tration. Insurance companies are subject 
to detailed regulation of these matters 


83 Int’l Union v. Bldg. Trades Assn., 26 Lab. 


Rel. Ref. Man. 53 (D.C. Mass. 1950). 

84 See Bradley-Allen Local v. Wisconsin E.R.B., 
315 U.S. 740, 749 (1942). 

8 Assoc. v. Westinghouse, 348 U.S. 437 
(1955). 

86 Quoted in United Marine Div., AFL v. Es- 
sex Transp. Co., 216 F. 2d 410, 412 (3 Cir. 
1954). 
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because experience has shown it to be 
necessary for fiduciary operations which 
require the regulation and investment of 
large funds collected from many individ- 
uals, which involve complex contracts 
whose provisions the general public can- 
not understand, whose actuarial sound- 
ness only an expert can judge and on 
which the beneficiary's whole economic 
future may depend. These considerations 
apply to self-insured employee-benefit 
plans as much as to commercial insurance 
companies. 

If, as has been shown, a self-insured 
plan has the essential characteristics of 
an insurance operation and if it needs the 
same kind of regulation, courts may rea- 
sonably be expected to hold it subject to 
the insurance laws, whenever the issue is 
properly presented. It may be that in the 
case of a non-contributory pension or sick- 
pay plan established by an employer for 


his own employees, courts will shy away 
from this result, for reasons already sug- 
gested. It is arguable, indeed, that the 
need for regulating plans of these kinds 
under the insurance laws is less than in 
the case of other plans, because an em- 
ployer is bound to his own employees by 
ties of mutual economic interest, which 
give him an economic incentive to fulfill 
their expectations. 

With these exceptions, it seems reason- 
ably clear that a self-insured welfare or 
pension plan is doing an insurance busi- 
ness and should be subject to regulation 
under the insurance laws, in the absence 
of an applicable exemption. But until 
courts of last resort have decided the 
question, or legislatures have acted, the 
status of self-insured employee-benefit 
plans under the insurance laws, will re- 
main uncertain. 











WAGE EARNERS’ OPINIONS OF INSURANCE 
FRINGE BENEFITS’ 
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This study, as a whole, was not con- 
cerned exclusively with insurance fringe 
benefits. It delved into many areas, in- 
cluding attitudes toward both inflation 
and wage policies, knowledge of wage 
structures and differences, attitudes to- 
ward unions, union participation and de- 
mocracy, as well as others. Under circum- 
stances of this sort, the questions applying 
to fringe benefits, of necessity, had to be 
limited. The interviews that were carried 
out were lengthy ones, running anywhere 
from three-quarters of an hour to an hour- 
and-a-half. 

The subject of insurance fringe bene- 
fits for employees encompasses a broad 
area of insurance coverages, and can be 
considered, as a whole, to be a dynamic, 
changing, growing field. They are of im- 
portance in themselves, and also have sig- 
nificant effects on the field of individual 
insurance coverages. 


Scope and Methods of Study 


The persons included in the study con- 
sisted of 300 members of the United 
Steelworkers of America and an equal 


1 This paper is based on a study of “Wage 
Earners’ Opinions and Attitudes Toward Wage 
Policies,” being conducted on a grant from the 
Ford Foundation. The authors are indebted to 
Dr. Paul F. Lazarsfeld of the Bureau of Applied 
Social Research, Columbia University and to their 
colleagues, Dr. Geza Grosschmid, Professor of 
Economics, Mr. Thomas Hogan, Assistant Profes- 
sor of Statistics, Dr. Blair J. Kolasa, Associate 
Professor of Psychology, and Dr. George E. 
Matlin, Associate Professor of Marketing for valu- 
able suggestions and assistance in the design 
and operational phases of the study. 


number of members of other unions. All 
of them live and work in Pittsburgh, or in 
the area around that city. Only male 
workers were interviewed. 

Interviewing for the initial inquiry 
started in May, 1959. It terminated, for 
the members of the United Steelworkers, 
just prior to the beginning of the strike 
in the industry, which started on July 15, 
1959. For members of other unions, the 
initial inquiry interviewing terminated a 
very short time later. Follow-up inter- 
views of fifty members of the United 
Steelworkers of America were carried on 
during the period from four to five weeks 
after the strike had begun. 

The age distribution of the respondents 
was based on that for workers in the prim- 
ary and fabricated metals industry in the 
country, as shown in Old-Age and Surviv- 
ors Insurance statistics, weighted by the 
distribution of employment in these two 
industries in the Pittsburgh area. This was 
modified to take account of the peculiari- 
ties of the age distribution in the Pitts- 
burgh area and the relatively large inci- 
dence of separations from the industry of 
the younger workers, as a result of in- 
creased productivity. Some further modi- 
fication became necessary to meet the 
practical exigencies of the interviewing 
situation. A white to Negro ratio of 5.98:1 
was established. 

The geographical spread of the sam- 
pling was a broad one within the Pitts- 
burgh area. Initially, a part of the entire 
area would be selected where it was 


(17) 
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thought that there was a relatively high 
proportion of union membership among 
the residents. Within this area, a blind 
selection of a starting point was made on 
a street map of Pittsburgh and vicinity. 
Working from this starting point, the 
Pittsburgh City Directory served as a 
basis for inclusion or elimination on the 
basis of occupational information. Where- 
ever possible, interviews were arranged 
through a preliminary telephone conver- 
sation. This procedure served for weed- 
ing out prospective respondents on the 
basis of a number of key questions, asked 
to determine suitability for interviewing 
in light of the controls that had been set 
up.? After a limited number of interviews 
had been obtained in one section of the 
entire area, interviewing was terminated 
there and another part of the area was 
selected. At some points, judgment sam- 
pling was utilized to fill out quotas. 

Particular difficulty was encountered in 
obtaining respondents in the age group 
60 and over. This appears to have been 
due, primarily, to two factors. One of 
these is the language difficulty. A large 
number of workers encountered in the 
60-and-over class in the Pittsburgh area 
are foreign-born. Although many of them 
have been in this country for well over a 
quarter of a century, they still are not 
able to speak fluently in the English lan- 
guage. Fortunately, among the _inter- 
viewers were persons able to converse in 
a number of foreign languages. However, 
this facility was not sufficiently prevalent 
to avoid the loss of a number of potential 
interviews. 

A second factor lies in the fear of forced 
retirement on the part of workers who 
were above the minimum retirement age. 
This led to a considerable amount of sus- 
picion, and the reaction often encountered 

? For example, a person would be eliminated 
if he was not a union member, or if he fell into 


an age bracket where the quota had already been 
filled. 


was a negative one for this reason. Some 
workers thought that the questionnaire 
might be a device through which the steel 
companies would try to weed out those 
overage workers who had “undesirable” 
opinions. Such an attitude was extremely 
difficult to counteract. The use of inter- 
viewers with wide acquaintanceship in 
the industry, as well as with the ability 
to speak foreign languages, proved ex- 
tremely helpful. 

The follow-up interview of fifty mem- 
bers of the United Steelworkers of 
America was based on stratified random 
sampling of the group that was originally 
interviewed. Stratification was imposed 
according to the white-Negro distribu- 
tion, according to age, and according to 
salary or non-salary status. 

In the original group, there were 257 
white workers and 43 Negro workers in 
each of the steel and nonsteel worker cate- 
gories. Twenty of the steelworkers, all of 
them white, were members of the same 
salary local of the United Steelworkers of 
America. The age distribution of the sal- 
aried steel group corresponded very 
closely to that of the remainder of the 
steelworkers. 


Questions Asked 


Two different sets of questions are ana- 
lyzed in this paper. One set deals with 
the respondents’ thoughts regarding im- 
provements in fringe benefits in general, 
as compared with wage increases. This 
set includes two questions asked in the 
original interview and three questions 
asked in the follow-up interview. A sec- 
ond set of two questions, one each in the 
original and follow-up interviews, deals 
with relative preference among various 
fringe benefits. 

The five questions on fringe benefits 
vis-a-vis wage increases, approach the 
matter in somewhat gingerly fashion. In 
the first four of these five questions, there 
is the implicit assumption that wage in- 
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creases are given first preference by the 
employee, and this implicit assumption is 
not opened to direct challenge by the 
probers until the last question is reached. 
This is in keeping with the presupposi- 
tions of the authors. 

There are a number of other questions 
contained in the original and follow-up 
questionnaires, which evoked responses 
concerning fringe benefits, but the anal- 
yses of these is beyond the scope of the 
present paper. 

Question 1 of the five (in the order in 
which asked in the set, but not in its posi- 
tion in the entire interview) is really one 
of tolerance, and not preference. It is 
stated: “Would an increase in fringe bene- 
fits satisfy you as much as a direct wage 
increase if it amounts to the same in dol- 
lars and cents?” This query is repeated in 
Question 3, which is the first question in 
this set asked in the follow-up interview. 

Question 2 is stated: “Does your union 
stress fringe benefits too much compared 
with wage increases, or not enough?” 

Question 4: “Should improvements be 
divided between a wage raise and fringe 
benefits?” 

Question 5: “Which one of the two 


seems to you more desirable? (a) an in- 
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crease in wages; (b) an improvement in 
fringe benefits.” 

Questions 6 and 7: These questions are 
almost identical. For question 6, asked of 
the respondents in the first round of inter- 
views, the worker was requested to choose 
four of the listed fringe benefits, in order 
of importance to him. For question 7, 
which was asked in the follow-up inter- 
view, the respondent was requested to 
choose the two fringe benefits which 
should be emphasized in the new con- 
tract, among all others, giving order of 
importance. 

Altogether, a choice of seven types of 
fringe benefits was listed. These included 
pensions, group life and health insurance, 
group major medical insurance, vacations, 
separation pay, supplementary unemploy- 
ment benefits, and guaranteed annual 
wage. For purposes of this paper, the first 
three of these types are termed insurance 


fringe benefits. 


Responses 


The tabulations derived from the re- 
sponses to the questions listed above are 
contained in Tables 1 through 7.3 


* The numbering of tables corresponds to the 
numbering of questions. 


TABLE 1 


REACTION TO INCREASED FRINGE BENEFITS JNSTEAD OF EQUIVALENT WAGE INCREASE 











Steelworkers 
White White Total 
Reaction Non-Salary Salary White Negro Total 
No. % No. % No. % No. % No. % 
Satisfied.... 218 92.0 20 100.0 238 92.6 35 81.4 273 91.0 
Dissatisfied. 19 8.0 — — 19 7.4 8 18.6 27 9.0 
Total.... 237 100.0 20 100.0 257 ~=100.0 43 100.0 300 §6100.0 
Nonsteelworkers 
Reaction White Negro Total 
No. % No. % No. % 
| are 80.2 33 76.7 239 79.7 
Dissatisfied. ....... 46 17.9 0 23. 56 18.7 
i RS 5 2.0 a= as 5 3 
ae 257 +=100.0 43 100.0 300 §=100.0 
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20 
TABLE 2 
Oprntons or Union Stress On Frince Benerits ComparRED TO WaGE INCREASE 
Steelworkers 
Opinions of White White Total 
Union Stress Non-salary Salary White Negro Total 
No. % No. % No. % No % No. % 
Too much... 7 3.0 — — 7 ay — a= 7 2.3 
Notenough. 115 48.5 14 70.0 129 50.2 18 41.9 147 49.0 
Just right... 112 47.3 6 .0 118 45.9 25 58.1 143 47.7 
Ae di ees 3 1.3 — _ 3 1.2 a = 3 1.0 
Total.... 237 100.0 20 100.0 257 100.0 43 100.0 300 00.0 
Nonsteelworkers 

Opinions of White Negro Total 

Union Stress No. % No. % No % 
Too much.......... 13 5.1 4 9.3 17 5.7 
Not enough........ 94 36.6 18 41.9 112 37.3 
ouet Ties... ....... 147 §7.2 20 46.5 167 55.7 
TEE GR ae Bsns ee 3 3 1 2.3 4 1.3 

ag ea Rade St 257 100.0 43 100.0 300 §6100.0 


As a whole, in response to question 1, 
all groups of workers indicated very 
strongly that they would be as satisfied 
with increased fringe benefits as they 
would be with wage increases, if the 
two were equivalent in monetary value. 
Among the groups are a few differences 
that appear to be of some significance. 
All twenty salaried steelworkers answered 
this question in the affirmative. Almost 92 
per cent of other white steelworkers gave 
similar answers. The percentage drops for 
Negro steelworkers, to a little over 81 per 
cent, which is just slightly above the 80 
per cent level for white nonsteelworkers. 
The figure for Negro nonsteelworkers is 


a bit lower than this, being close to 77 
per cent. 

In the answers to question 2, relatively 
few of the respondents believe that their 
unions stress fringe benefits too much 
compared with wage increases. About 
nine per cent of the Negro nonsteelwork- 
ers think so at the maximum, and the 
range extends down to zero per cent 
among Negro and salaried steelworkers. 
Forty-nine per cent of all steelworkers 
think that not enough stress is placed on 
fringe benefits, but there are some very 
marked differences of opinion among the 
components of the entire group. Salaried 
steelworkers have 70 per cent in this cate- 


TaBLe 3 


Reaction To Increasep Frince Benerits INsTeAD OF EquivaLent Wace INcREASE (FOLLOW-UP) 


Steelworkers 
Reaction White Negro Total 
No. % No. % No. % 
So ihe, nc 41 95.4 7 100.0 48 96.0 
Dissatisfied........ 2 4.7 — oa 2 4.0 
MMR saticbie vs 43 100.0 7 100.0 50 =100.0 
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TABLE 4 


REACTION TO Division oF ImpROVEMENTS BETWEEN WaGE INCREASE AND FRINGE BENEFITS 
(Fottow-Up) 





Steelworkers 
Reaction White Negro Total 
No. % No. % No. % 
Favorable.......... 27 62.8 5 71.4 32 64.0 
Unfavorable........ 14 32.6 1 14.3 15 30.0 
Don’t know........ 2 4.7 1 14.3 3 6.0 
a 43 100.0 7 100.0 50 100.0 


gory, while Negro steelworkers have just 
under 42 per cent. However, only 37.3 
per cent of the nonsteelworkers think that 
their unions do not stress fringe benefits 
enough. 

When question 1 was asked again, as 
question 3 in the follow-up interview of 
fifty steelworkers, the position of fringe 
benefits improved. The response to ques- 
tion 3 shows over 95 per cent of the white 
steelworkers and all of the Negro steel- 
workers indicating that they would be as 
satisfied with fringe benefits as with wage 
increases. 

In answer to question 4, approximately 
two-thirds of the steelworkers thought 
that gains should be divided between 
wage raises and fringe benefits, while the 
remaining one-third thought that they 
should not be divided. The percentage in 
favor of division was higher in the case 
of Negro respondents than in the case of 
white respondents. 

The response to question 5 shows ex- 
tremely high preference for fringe bene- 


fits, as being more desirable than wage 
increases. Ninety-two per cent thought 
that an increase in fringe benefits was 
more desirable than wage increases, while 
the opposite position was taken by six per 
cent, with two per cent undecided. 

The table relating to question 6 shows 
percentage distributions of composite 
weighted preference scales for each of the 
fringe benefits listed earlier. Because of 
the multiplicity of detail that is involved, 
the raw data on ranking of the first four 
fringe benefits in order of preference, is 
omitted. The important characteristics of 
these raw data are, however, brought out 
here. 

Among all fringe benefits, pensions ap- 
pear to be the most important to the union 
members who were interviewed. More 
respondents ranked pensions first than 
ranked any other fringe benefit first in 
all of the categories of steelworkers and 
nonsteelworkers, salaried steelworkers and 
nonsalaried steelworkers, white and Ne- 
gro steelworkers, and white and Negro 


Tasie 5 


Cuorce or DestRaBILiry or IMpRoveED WaGE INCREASE OR FRINGE BeNerits (FoLLow-UP) 











Steelworkers 
White Negro Total 
Improvements in No. % No. % No. % 
| NEE 3 7.0 — — 3 6.0 
Fringe Benefits... .. 39 90.7 7 100.0 46 92.0 
Don’t know........ 1 2.3 — — 1 2.0 
1 gril tle eit i 43 100.0 7 100.0 50 = 100.0 
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TABLE 6 


RELATIVE PREFERENCE FOR FRINGE BENEFITS 


Fringe Benefits 


NEE ON EA ee 
Group life and health insurance. . . . 
Group major medical insurance. . . 
ER NOs. «cid atily oe 4 6 a a 
Separation pay................ 


Supplementary unemployment 


SESS eee 


Fringe Benefits 


NIRS corte Sper > te) = 
Group life and health insurance. . . 
Group major medical insurance. . . 
MIR Crees ss soles tees oe 
Separation pay................ 


Supplementary unemployment 


USB aie ae ee 
Guaranteed annual wage........ 


nonsteelworkers. Further, this preference 
is evident in all age groups in every cate- 
gory, with three exceptions. These three 
exceptions are Negro nonsteelworkers in 


Steelworkers—Age Group 















































Under 30 30-39 40-49 50-59 60 & Over Total 
26.2 29.0 38.0 37.2 38.3 32.9 
24.3 28.3 20.1 29.7 27.3 27.0 
15.3 13.3 10.5 8.3 11.7 12.0 

5.6 6.8 5.8 8.0 6.1 6.5 
0.4 0.7 0.3 2.4 1.9 1.0 
18.1 12.7 9.2 7.8 9.1 11.7 
10.0 9.1 10.9 6.6 5.7 9.0 
100.0 100.0 100.0 100.0 100.0 100.0 
Nonsteelworkers 

Under 30 30-39 40-49 50-59 60 & Over Total 
33.2 29.3 32.9 36.9 38.8 33.1 
25.3 24.4 25.8 27.6 26.7 25.7 
12.2 11.5 12.8 10.6 9.4 11.6 
8.2 9.3 7.2 8.4 9.4 8.4 
0.7 4.0 2.8 2.5 1.6 2.7 
10.8 9.2 9.8 8.4 6.3 9.2 
9.7 12.3 8.8 5.5 7.8 9.3 

100.0 100.0 100.0 100.0 100.0 100.0 


TABLE 7 


PREFERENCES AMONG FRINGE BENEFITS (FoLLow-UP) 


Steelworkers 


the age group under 30 years old and 
Negro steelworkers in this age group as 
well as in the 30 to 39 years age group. 

The ranking of pensions as first is not 








(Number) (Per cent) 
Fringe Benefits White Negro Total White Negro Total 
Ist 2nd Ist 2nd Ist 2nd Ist 2nd Ist 2nd 1st 2nd 
Pemeieas......... 2 «3 _— ae 67.4 7.0 57.1 14.3 66.0 8.0 
Group life and 
health insurance 11 25 5 12 30 25.6 58.1 14.3 71.4 24.0 60.0 
Group major 
medicalins..... — 3 1 — 4 — 7.0 _— 14.3 — 8.0 
Vacations........ — 2 —- — 2 — 4.7 — — — 4.0 
Separation pay... — — -_ - = — — — — — — 
Supplementary 
unemployment 
benefits........ _ gaae — i | 7.0 16.3 _— —_ 6.0 14.0 
Guaranteed 
annual wage.... — 3 2— 2 3 — 7.0 28.6 — 4.0 6.0 
ee 43 43 7 Tt ® & 100.0 100.0 100.0 100.0 100.0 100.0 




















Wage Earners’ Opinions of Insurance Fringe Benefits 23 


only more prevalent than the ranking of 
other fringe benefits as first, but it is so 
by an overwhelming margin. Among all 
steelworkers, 55 per cent picked pensions 
first, while among all nonsteelworkers, 58 
per cent do so. In the first place choices, 
group life and health insurance obtained 
23 per cent of the total among steelwork- 
ers and seventeen per cent of the total 
among nonsteelworkers. Ten per cent of 
the steelworkers and twelve per cent of 
the nonsteelworkers chose the guaranteed 
annual wage as most important. These 
three categories of fringe benefits, then, 
account for 88 per cent of the first choices 
of steelworkers and 87 per cent of those 
of nonsteelworkers. 

Most of the remaining first choices were 
distributed between group major medical 
insurance and supplementary unemploy- 
ment compensation, with an insignificant 
number ranking either vacations or sepa- 
ration pay as first. 

There is less concentration among sec- 
ond choices than among first choices, with 
group life and health insurance being 
clearly in the lead. Forty-seven per cent 
of the steelworkers and 50 per cent of the 
nonsteelworkers placed it second. Among 
the steelworkers, group major medical in- 
surance was placed second by seventeen 
per cent and pensions by fifteen per cent. 
Among the nonsteelworkers, these fringe 
benefits, taken in the same order, ac- 
counted for fourteen and seventeen per 
cent respectively. 

One of the interesting features of choice 
that has been noted in this study, is in the 
relationship of first and second choices 
for pension and for group life and health 
insurance. The person who chose pensions 
first was much more likely to choose life 
and health insurance second than was the 
person who chose the latter as first, likely 
to choose the former as second. 

Although much more could be said 
about the rankings, along the line of the 
descriptions given above, this sort of anal- 


ysis needs to be supplemented by a 
method that will give credence to the im- 
portance of each fringe benefit, based on 
all of the choices of this benefit for first, 
second, third or fourth, related to all 
choices of other benefits.* 

In the aggregate percentages, which 
are shown in Table 6, the relative impor- 
tance of pensions is much lower than was 
indicated by the large proportion of first 
place choices for this type of fringe bene- 
fit. This figure is reduced by the relatively 
poor showing of pensions compared with 
other fringe benefits, insofar as second, 
third and fourth choices are concerned. 
On the other hand, group life and health 
insurance had strength in all orders of 
choice. As a result of these features of the 
situation, the proportion of total weighted 
rankings represented by pensions, is ap- 
proximately one-third, for both all steel- 
workers and all nonsteelworkers. The cor- 
responding proportion represented by 
group life and health insurance, for both 
groups, is a little more than one-quar- 
ter. Group major medical insurance ac- 
counts for around twelve per cent for each 
group of workers. The importance of sep- 
aration pay is exceedingly minor, through- 
out, with vacations, supplementary unem- 
ployment compensation and guaranteed 
annual wage almost all showing per cent- 
ages lower than those for group major 
medical insurance and higher than those 
for separation pay. 

Altogether, the insurance fringe bene- 
fits accounted for 72 per cent of the total 
among steelworkers and 70 per cent of 
the total among nonsteelworkers. 

Pensions are relatively more important 
than any other fringe benefit, at all ages, 
for both steelworkers and nonsteelwork- 
ers. In the case of steelworkers, the rela- 
tive importance rises with age, until it 
reaches a plateau which typifies the age 


groups from forty years and upward. 


* The allocation of weights is 4 for first choice, 
3 for second, 2 for third, and 1 for fourth. 
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In the case of nonsteelworkers, there is 
some irregularity. Pensions appear to be 
more important to those in their twenties 
than to those in their thirties or forties. 
However, past the twenties, the impor- 
tance of pensions rises in each succeeding 
age group. Nevertheless, at their maxi- 
mum, in the 60 years and over group, they 
are no more important than they are to 
the steelworkers in the groups from 40 
years and upward. 

Throughout all age groups, group life 
and health insurance is the second most 
important fringe benefit. For the nonsteel- 
workers, it appears to be equally impor- 
tant in every age group, while for the 
steelworkers, some irregularities are seen 
from one age group to the other. 

The answers to question 7, to a large 
degree, confirm the preferences expressed 
in question 6. Nearly two-thirds of those 
included in the sample, chose pensions as 
the most important fringe benefit that they 
would like to see emphasized, while al- 
most one-quarter chose group life and 
health insurance. For second choice, 
group life and health insurance had 60 
per cent of the total. Behind this, for sec- 
ond choice, was supplementary unemploy- 
ment benefits, with fourteen per cent of 
the total. The remainder of the second 
place choices were spread widely. 


Analysis of Findings 


The analysis of the results of the ques- 
tions that are considered in this paper 
must be mostly in terms of hypotheses, 
rather than rigidly proven findings. This 
study was conducted within a limited 
geographical area. Therefore, any general 
applications of the findings must be un- 
dertaken with caution. However, the ex- 
treme strength of some of the results does 
lend some credence to general applicabil- 
ity. 

As mentioned earlier, union members 
interviewed in this study are differentiated 
according to three different sets of cir- 


cumstances. The 300 members of the 
United Steelworkers of America, included 
in the initial interview, were faced with 
the impending expiry of their contract 
with the steel companies. The 300 other 
respondents in the initial interview in- 
cluded members of a large number of 
unions, and were under no especial pres- 
sure, insofar as is known to the writers. 
The fifty steelworkers included in the 
follow-up interview, had all been included 
in the first interview, and, at the time of 
the follow-up interview, had been on 
strike for four or five weeks. 

The general results can be interpreted 
as highly favorable to fringe benefits as 
compared with wages. Before going into 
the interpretation of answers to specific 
questions, it might be well to consider 
some of the basic reasons that may lie 
behind this attitude. 

Leading up to the time of the strike 
in the steel industry, for a period of about 
six months or so, there was considerable 
discussion and intense publicity on the 
possible inflationary effects of wage rises. 
It may be, to a certain extent, that there 
was a feeling of being blamed and of 
moral stigma for their alleged part in the 
process, particularly insofar as the steel- 
workers were concerned. To some degree, 
this feeling may have rubbed off on other 
workers. Practically all of the discussion 
had been in terms of wage inflation, not 
fringe benefit inflation. Therefore, it may 
have been the feeling of the respondents 
that they were avoiding the stigmatiza- 
tion, if they showed a willingness to accept 
fringe benefits rather than direct wage 
increases. 

The respondents might have felt that 
fringe benefits do not have the same infla- 
tionary impact that wage rises have, and 
that they had been losing large parts of 
their wage increases through increases in 
prices of consumers’ goods. Therefore, per- 
haps they thought that they would make 
out better as a result of improvements in 
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fringe benefits than as a result of improve- 
ments in wages. 

The steelworkers who were interviewed 
in the follow-up, as well as those in the 
original interview, may have thought that 
it would be easier to obtain agreement on 
fringe benefits than on wages. 

The desire for security, as well as ex- 
perience with an increased knowledge of 
fringe benefits, may have heightened their 
value in the eyes of these workers. As a 
rule, there is a tax advantage in receiving 
insurance fringe benefits that are equal 
in monetary value to wage increases. 
Further, very much more is obtained for 
the employee in insurance fringe benefits, 
if they are gotten as such, than he could 
obtain through direct purchase, if he were 
paid the monetary equivalent in a wage 
increase. 

At the levels of wages and fringe bene- 
fits prevailing in the Pittsburgh area, the 
marginal utility of increased wages may 
be relatively lower than the marginal util- 
ity of increased fringe benefits. 

As seen from the results of question 1, 
presented in Table 1, and summarized 
briefly above, a preponderant majority of 
the 600 interviewed workers state that 
they would be as satisfied with fringe 
benefits as with wage increases, if they 
had equivalent monetary value. All of 
the twenty salaried steelworkers took this 
position, from which it might be inferred 
that there is a basic difference in thinking 
regarding fringe benefits among white and 
blue collar workers, with the former group 
being more favorably inclined. Since many 
of these salaried workers do not receive as 
much pay as do many skilled hourly wage 
workers included in the study, it is not 
thought that the difference can be attrib- 
uted to level of wages. 

A seemingly plausible hypothesis for 
the differences among the remaining 
groups is that the white nonsalaried steel- 
workers, having the highest level of wages 
of any of these four groups, do not regard 


wage increments as being as important 
as do lower paid workers. It was said that 
Pittsburgh is an area of relatively high 
wages. Within this area, the steel industry 
ranks among the highest. Negroes within 
the steel industry had about the same 
reaction as did white nonsteelworkers, 
which may be due to the fact that Negroes 
occupy the lower paid jobs in the steel 
industry. This level for the Negro steel- 
workers may be equivalent to that of 
white workers in other industries in the 
area. Negro nonsteelworkers, however, 
generally occupy the lowest paid jobs in 
the area, so that their acceptance of fringe 
benefits rather than wages, was lower than 
that of any other group. However, even 
here, more than three-quarters of the 
respondents answered affirmatively. 

The response to question 3, which re- 
peated question 1 and was asked of the 
fifty steelworkers involved in the follow-up 
interview, was even more strongly in favor 
of fringe benefits than was the response 
to question 1. Because of the small num- 
bers that are involved in the sample cells 
into which the fifty respondents can be 
broken down (there are three salaried 
steelworkers and seven Negroes), there 
is a big chance of sampling error in the 
results obtained within these cells. There- 
fore, breakdowns are, by and large, omit- 
ted. The increase of affirmative responses, 
from 91 to 96 per cent, may have been 
due to chance alone. However, even if 
there had been no increase in the propor- 
tion of affirmative responses, the results 
would have been impressive. At the time 
of the follow-up interviews, the respond- 
ents had probably not begun to feel the 
monetary impact of the strike, because of 
both the lag in wage payments in relation 
to time worked and payments for vacation 
time accrued. Yet, these had either run 
out or were on the verge of running out, 
so that payless paydays were in the im- 
mediate offing. Under these circumstances, 
one would think that the demand for 
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actual monetary income would rise. On 
the other hand, such circumstances bring 
pressure for settlement, and it might have 
been the general feeling among these re- 
spondents that settlement was more easily 
obtainable through fringe benefits. 

Questions 1 and 3 do not give the re- 
spondent an opportunity to state positive 
preference, but merely to agree or not to 
agree with an equivalence in satisfaction. 
In other words, a person might answer 
“yes” on the premise that he would be as 
satisfied to receive his gains in fringe 
benefits as in wages, assuming that this 
would mean the termination of the strike 
threat or strike, although actually he 
would prefer to receive his gains in wages. 
The response to question 5 indicates that 
a seemingly correct interpretation of the 
responses on questions 1 and 3 is that most 
of those who answered “yes” to these 
questions would prefer to receive fringe 
benefits. There is very little difference in 
the responses on questions 3 and 5. 

The response to question 4 showed that 
about two-thirds of the respondents would 
like to see improvements divided between 
a wage raise and fringe benefits. This 
means that some of those who expressed a 
preference for fringe benefits in response 
to question 5 want any improvement solely 
in fringe benefits. A larger group, who 
prefer an improvement in fringe benefits, 
would like to see an improvement in 
wages also. How should we interpret 
such a mixed position? It would seem 
legitimate to conclude that those who 
would prefer an increase in fringe benefits, 
but also want an increase in wages, would 
like to see the total monetary value of 
whatever gains are achieved, consist of 
more than fifty per cent in fringe benefits. 
Taking this group, along with that which 
would prefer fringe benefits and wants 
no division between fringe benefits and 
wages, we can conclude that the large 
bulk of workers want to see more than 


half of their gains come in the form of 
fringe benefits. 

How do these conclusions fit in with 
the results obtained in question 2? After 
all, most union contracts have wages as 
the major component of any improvement 
that is obtained, and fringe benefits as the 
minor component, insofar as monetary 
value is concerned. Yet, only 49 per cent 
of all steelworkers and 37 per cent of all 
nonsteelworkers expressed the opinion 
that their unions did not stress fringe 
benefits enough. This differential between 
the two groups of workers may be ac- 
counted for in part by the fact that fringe 
benefits appear, from this study, to be 
more important to the steelworkers than 
to others. The apparent contradiction 
among: (1) the strong standing of fringe 
benefits, (2) the fact that fringe benefits 
make up a minor portion of contract 
gains in most instances, and (3) the rela- 
tively low proportion stating that they do 
not think that their union puts enough 
stress on fringe benefits, is probably due 
to the fact that workers are reluctant to 
criticize their unions. If this is a correct 
conclusion, the results of question 2 can- 
not be taken too seriously. It will be noted 
that 70 per cent of the salaried steelwork- 
ers indicated that they thought that the 
union did not place sufficient stress on 
fringe benefits. This is probably a reflec- 
tion of the fact that the salaried steelwork- 
ers do not have the same degree of 
attachment to unionism that the nonsala- 
ried workers do, or at least that they are 
willing to be more critical. 

Inasmuch as contract negotiations are 
a two-sided affair, reflecting the views of 
management as well as those of labor, it 
cannot be held that the failure to reflect 
adequately the desire of workers for fringe 
benefits is the fault of union leadership 
alone. Management must bear equal re- 
sponsibility. In all likelihood it is due to 
the fact that the preferences of the work- 
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ers, insofar as the results of this study 
reflect them, have not impressed them- 
selves sufficiently on the minds of either 
union leadership or management. 

Preferences among fringe benefits are 
not simple to analyze, since it must be 
assumed that the responses of the workers 
were given with existing fringe benefits 
in mind. Thus, a worker who valued vaca- 
tions highest, in the absence of vacation 
provisions, later might value them quite 
low in comparison with certain other 
benefits. This could occur when, after hav- 
ing obtained some of the vacation benefit, 
he then found his demand for other bene- 
fits not as well satisfied. 

Turning to preferences among fringe 
benefits, what can account for the over- 
whelming choice of pensions as most im- 
portant, and its leading position in the 
percentage distribution of weighted rank- 
ings of preferences? This is in contradic- 
tion to the assumptions that have been 
made by certain labor economists, who 
have stressed the desire of the worker for 
the more immediate gain. Certainly, 
among the fringe benefits, pensions are 
the most remote in time, insofar as collec- 
tion of benefits is concerned. Aside from 
vacation pay, it is, with very slight exec- 
tions, the one fringe benefit that the 
worker hopes to be able to collect. More- 
over, this is an expensive benefit. 

Apparently, at least at the present time, 
a pension consciousness is acquired early, 
and becomes more acute as the worker 
gets older. It reaches its maximum among 
the steelworkers at a much earlier age 
than among the nonsteelworkers, although 
the maximum level is just about the same 
in both groups. It is possible that this may 
be due to relatively lower mobility among 
steelworkers than among industrial work- 
ers in general, and as a result, a greater 
expectation by steelworkers, than is held 
by other workers, of finally collecting the 
pensions. 


The relatively low standing of vacations 
may be due to the fact that there were 
many layoffs in the Pittsburgh area during 
the recession of 1957-58. This, plus the 
existing vacation provisions and the time 
lost during strikes, may be sufficient, or, 
perhaps, more than sufficient time off the 
job. 

Group life and health insurance might 
better have been separated than com- 
bined. Their combination somewhat be- 
clouds the analysis of choices. Yet, the 
respondents appeared to have no diffi- 
culty on this account. The conclusion that 
pensions is the most important fringe 
benefit to the workers is not disturbed, 
since it can be assumed that group life 
and health insurance together gathered 
more choices than would have gone to 
either by itself. 

No hypotheses will be advanced for the 
fact that the very usual pattern of pen- 
sions as first choice and group life and 
health insurance as second is not reversed, 
since the choice of the latter as first is 
seldom followed by the choice of pensions 
as second. These relationships, however, 
do seem to form a pattern. 

Because of the fact that group major 
medical insurance was not fully under- 
stood by many of the respondents, little 
can be concluded regarding choices in 
relation to this fringe benefit. 

There is, obviously, room for much 
additional direct investigation on just how 
the worker wants his gains divided be- 
tween wage increases and fringe benefits, 
and further, on the way in which the por- 
tion allocated to fringe benefits should be 
divided. If agreement is reached between 
unions and management on a total pack- 
age, then it would seem desirable that all 
concerned have some knowledge of the 
ways in which the workers who are in- 
volved would like to see it split up. 

Even if the findings of this study have 
wider applicability than the Pittsburgh 
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area, it seems certain that there would be 
changes over time, with variations in the 
relationships of existing wages and fringe 
benefits, as well as other factors. 
Although a number of hypotheses have 


been advanced to explain the results, 
direct investigation into the reasons that 
workers actually have for their choices, is 
called for to validate or invalidate these 
hypotheses. 
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The structure of an industry refers to 
the market situation which exists in that 
industry. In this context, the term “market” 
means the degree of competition or lack 
of competition. The market may be classi- 
fied as: (1) pure competition, (2) pure 
monopoly, (3) monopolistic competition, 
or (4) oligopoly. Descriptions of the con- 
ditions that exist in these market situations 
and theories concerning the behavior of 
the firm and the industry, under various 
market situations, have been developed. 
The purpose of such descriptions and 
theories is to help the observer under- 
stand the structure and functioning of the 
industry and to aid in the development of 
public policy with regard to particular 
industry situations. 

Classification of an industry, i.e., as to 
whether it is purely competitive, purely 
monopolistic, or something in between, is 
. not an end in itself but a means to an 
end. The objective is an understanding of 
the behavior of firms and the development 
of some basis upon which to predict be- 
havior. What we are interested in ulti- 
mately is prices and quantities. Supply 
and demand are the determining factors 
but the final result in our economy de- 
pends also upon market structure and gov- 
ernment regulation. The latter is brought 
to bear when the market structure is such 
that the results of the interaction of de- 
mand and supply alone are not acceptable 
from a social-economic point of view. 

In a market economy such as ours, 


“price policy provides the mechanism 
through which an industry's potentialities 
are geared to, and integrated with, the 
requirements of society.” An analysis of 
market structure is a prerequisite to an 
understanding of price and other policies 
pursued by individual firms in the in- 
dustry. 

The ultimate purpose of this research 
project is to determine the structure of 
the life insurance industry in the United 
States; to analyze the factors infiuencing 
this structure; and, to indicate the impli- 
cations for public policy that may follow 
logically from the findings. The present 
paper is a report of the progress made 
thus far. It might be called “some eco- 
nomic characteristics of the life insurance 


industry.” 


Is Life Insurance an “Industry?” 


Before discussing the market structure 
of the life insurance industry, it is neces- 
sary to define some of the terms which 
will be used. Like all other parts of the 
economy, life insurance activities are inter- 
related with other sectors of the economy. 
Is it possible to separate the firms carry- 
ing on these activities, as an identifiable 
sector or entity, and properly term them 
an “industry”? “An industry is usually con- 
sidered to be one or more firms producing 
either identical units of a commodity or 

1 Adams, Walter, The Structure of American 


Industry (New York: The Macmillan Company, 
1954), p. 167. 


( 29) 
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similar units that are close substitutes for 
each other.” In this sense, it is clearly 
possible to identify life insurance as an 
“industry” made up of many firms pro- 
ducing a service, the various units of which 
are close substitutes for each other. Each 
firm sells a number of different policies 
which are more or less close substitutes 
for those of other firms. There is some 
overlapping with casualty insurance by 
those life firms which sell health policies, 
but the clear identification as an industry 
stems from the fact that all the firms in 
the industry sell some kind of life insur- 
ance policies. 

In discussing the structure of the life 
insurance industry, consideration must be 
given to the existence of two different 
markets, both of which are important to 
the industry. One of these is the financial 
market in which life insurance funds are 
invested. The other is the market in which 
the various policy contracts are sold. The 
“market situation” in these markets may 
be the same or it may be different; in any 
case, the behavior of the firms in these 
markets will be influenced by the nature 
of the market. 


Significance of the Industry 


One measure of the economic signifi- 
cance of an industry is the amount of as- 
sets controlled by firms in that industry. 
In 1955, the life insurance industry ranked 
high among financial institutions in this 
regard. During that year, mutual savings 
banks had assets of more than $30 billion, 
savings and loan associations, slightly less 
than $38 billion, commercial banks, over 
$200 billion and life insurance companies, 
almost $91 billion. These assets were held 
by over 500 mutual savings banks, about 
6,000 savings and loan aossciations, nearly 
14,000 commercial banks, and 622 life in- 
surance companies. The average life in- 


2 James, Calderwood and Quantius, Economics: 
Basic Problems and Analysis ( Prentice-Hall, Inc., 
New York: 1951), p. 110. 


surance firm obviously is far larger than 
the average firm in any of the other three 
financial categories. 

In 1955, 115 million people made pre- 
mium payments of more than $12.5 billion 
to life insurance firms. This was 3.8 per 
cent of disposable personal income that 
year. During the same year, more than $5 
billion was paid out to policyholders and 
beneficiaries by the life insurance indus- 
try, and nearly half a billion dollars more 
was paid for taxes of various kinds. The 
industry employed almost 400,000 people. 

While it is difficult to demonstrate sta- 
tistically, the economic significance of the 
possession of life insurance by the Amer- 
ican consumer, it is worthwhile mention- 
ing that in 1955, there was an average of 
$6,900 of life insurance in force per fam- 
ily. This represented, however, only seven- 
teen months of disposable income per 
family. 

Measured by control of assets, the flow 
of income, the number of people em- 
ployed, and the number of consumers 
served, the life insurance industry ranks 
as a major industry in the United States. 


Sources of Data 


Considering the size and economic sig- 
nificance of the industry, the amount of 
data concerning the structure of the in- 
dustry is remarkably small. The first major 
study of the industry was the Armstrong 
Committee Investigation of 1905. This was 
concerned largely with the management 
and investment practices of a small num- 
ber of the larger companies. The Securities 
and Exchange Commission, which con- 
ducted an investigation of the life insur- 
anace industry for the Temporary Na- 
tional Economic Committee in 1939-1940, 
devoted most of its attention to the larger 
life insurance companies. Recent hearings 
conducted by the Subcommittee on Anti- 
trust and Monopoly have been concerned 
with other sectors of the insurance in- 


dustry. 








The Structure of the Life Insurance Industry 31 


Two doctoral dissertations concerning 
the life insurance industry are of interest 
in this study.* Stalson’s Marketing Life In- 
surance is also a source of information.‘ 
Other sources of data are the various in- 
surance publications and services, as well 
as the Institute of Life Insurance. The 
largest and most useful source of detailed 
data concerning both the whole industry 
and individual firms is found in The Spec- 
tator Insurance Yearbook. Data in this 
publication has been compiled on IBM 
cards. The calculations made for this 
study, thus far, have been made possible 
by the use of these cards. 


Work to Date 


In manufacturing industries, market 
domination by a small number of firms 
is usually measured by the percentage of 
total sales for the industry, accounted for 
by one or a few firms. This approach to 
market structure has been used in studies 
of the auto and steel industries, for ex- 
ample. In financial industries, however, 
sales may be less meaningful than control 
over assets. The power position of a 
bank, for example, is directly related to 
its total assets. These are a measure of 
what it has to sell (rent) in the financial 
market. To gain control over assets, a bank 
offers services (and interest ) to depositors 
and profits to stockholders. 

If one views a life insurance firm as a 
financial institution, much the same situa- 
tion appears. The firm holds assets ac- 


3 Johnson, Richard B., The Legal Reserve Life 
Insurance Industry in the United States: An Ap- 
praisal of Its Operations and Proposals for Re- 
form (University of Texas Ph.D. thesis, unpub- 
lished, 1943). 

North, Dougless C., The Large Life Insurance 
Companies Before 1906: A Study of Their 
Growth, Their Domination of the Industry, and 
Their Alliances with Investment Banking as Re- 
vealed by the Armstrong Investigation of 1905- 
1906 (University of California Ph.D. thesis, un- 
published, 1952). 


4 Stalson, J. Owen, Marketing Life Insurance 
(Cambridge: Harvard University Press, 1942). 


quired from policyholders and stockhold- 
ers (if a stock company ). In the financial 
markets, the position of a life insurance 
firm may be measured by its total assets. 
Moreover, its strength in the life insur- 
ance market is influenced by its conizol 
over assets. The ability to develop a sales 
force and to move into a new geographical 
area, for example, is directly related to 
the assets a firm has at its command. A 
meaningful measure of market concentra- 
tion in the life insurance industry may, 
therefore, be the extent to which one or 
a small number of firms control a large 
portion of the total assets of the industry. 

When the SEC made its investigation 
for the TNEC in 1939-1940, a relatively 
small staff was available. Instead of ana- 
lyzing the industry to determine the mar- 
ket structure, the assumption apparently 
was made that a few firms dominated the 
industry and attention was concentrated 
on studying the investment policies of 
firms having assets in excess of $125 mil- 
lion. This included twenty-six firms out 
of 306, or 11.77 per cent of the total. These 
twenty-six firms held 87.5 per cent of all 
assets of the industry at the end of 1938. 
The SEC study was concerned with one 
aspect of the functioning of somewhat 
more than ten per cent of the industry, 
not its structure. 

A preliminary analysis of part of the 
1955 statistical data concerning 622 life 
insurance companies, reported in The 
Spectator Insurance Yearbook for 1956, 
has revealed some interesting character- 
istics of the life insurance industry. While 
these 622 companies are probably only 
about half of the total number of com- 
panies operating during 1955, they account 
for practically all the business done dur- 
ing the year and for practically all.of the 
assets reported held by life insurance com- 
panies. Thus, they may be regarded as 
representing the whole industry, for prac- 
tical purposes, even though the companies 
not included in this sample are so small 
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that they may have very little in common 
with most of the companies in the sample. 

By the end of 1955, twenty-four of the 
original twenty-six leading companies, in- 
vestigated by the SEC in the late 1930's, 
were still in the top twenty-six. The num- 
ber of companies having assets in excess 
of $125,000,000 had increased to sixty, 
but, because the total number of com- 
panies also had more than doubled, the 
percentage of those in this class declined 
to 10.36. While the top twenty-six com- 
panies controlled 87.5 per cent of total 
industry assets in 1938, the same number 
controlled 81.32 per cent by the end of 
1955. Measured by absolute numbers, the 
degree of concentration of contro! over 
assets in the industry declined during this 
period. On the other hand, the same per- 
centage of the companies that had held 
87.5 per cent of total industry assets in 
1938, held nearly 93 per cent by 1955. The 
conclusion one draws as to whether con- 
trol is more, or less, concentrated in 1955 
than in 1938, depends on which measure 
is used. 

The difficulty encountered in using per- 
centages as a basis for comparison, can 
be seen when the effect of mergers is 
noted. If the top twenty-six companies 
bought the smallest twenty-six, it seems 
evident that concentration of control 
would be increased, but the percentage 
of assets controlled by a particular per- 
centage of total companies would show a 
decline. Some studies have used the per- 
centage of assets controlled by a certain 
number of firms as a measure of the rela- 
tive degree of concentration among various 
industries. For example, an industry in 
which seventy-five per cent of the assets 
are controlled by four firms is more con- 
centrated than one in which the top four 
firms control seventy per cent of the assets. 

Measures of concentration of control 
over assets in an industry are important, 
as they may be a reflection of the extent 
to which the industry is competitive in 


the economic sense. From the business- 
man’s point of view, competition may be 
severe in any market other than one which 
is purely monopolistic. An “uneasy” du- 
opoly (a two-firm industry in which the 
firms do not have a “working arrange- 
ment” with each other) may present, what 
is to the entrepreneur, a highly competi- 
tive situation. However, the behavior of 
the firms will be far different from what 
would be the case in an industry in which 
there were a large number of firms of sim- 
ilar size and strength. 

In the present study of data from The 
Spectator Insurance Yearbook for 1956, 
companies were classified into six groups, 
by size, with size being measured by total 
assets of the company. When the com- 
panies were ranked by size from the 
largest to the smallest, there were no dis- 
tinct breaks in the array. That is, there 
was no obvious evidence of any “natural” 
grouping. In order to handle such a mass 
of data in any meaningful way, however, 
it was necessary to divide the companies 
into two groups. For this study six size 
classifications have been used. 

As Table 1 shows, a relatively small 
number of companies account for the bulk 
of the assets of the whole industry. Two 
companies, or about one-third of one per 
cent of our whole sample, account for 
nearly 30 per cent of total industry assets. 
If fourteen more companies are added to 
the top two, they comprise about 2% per 
cent of the total number of companies and 
account for over 74 per cent of the in- 
dustry’s assets. At the other end of the 
size scale, there are 149 (or nearly one- 
fourth of the total) companies, each of 
which has assets of less than a million 
dollars, accounting, in total, for less than 
one-tenth of one per cent of the industry's 
assets. If to this group is added the 239 
companies, with assets of from $1,000,000 
to $10,000,000, the result is a group which 
includes over 60 per cent of the total num- 
ber of companies. This large number of 
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TABLE 1 


NuMBER OF Lire InNsuRANCE CoMPANIES IN Eacu Size Group 
AND AMOUNT AND PERCENTAGE OF TOTAL ASSETS 


Per Cent 


Amount of Total Cumulative Cumulative 

Size of Companies Number of of Assets Industry Percentage Number of 

by Total Assets Companies (millions) Assets of Assets Companies 
Over $10 billion........... 2 $26 ,457 29.18 29.18 2 
$1 billion—$10 billion... ... 14 40 ,688 44.87 74.05 16 
$100 million—$1 billion... . . 57 16,881 18.62 92.67 73 
$10 million—$100 million. . . 161 5,684 6.27 98.94 234 
$1 million—$10 million... .. 239 888 0.98 99.92 473 
Less than $1 million........ 149 76 0.08 100.00 622 

ENE od 28sec asses 622 $90 , 674 100.00 


companies accounts for just over one per 
cent of the assets of the industry. Even 
the middle group of 218 companies (or 
better than a third of the total number) 
with assets from $10 million to $1 billion, 
accounts for only about one-fourth of the 
total assets of the industry. 

Clearly, as has been recognized for a 
long time, the life insurance industry is 
characterized by the existence of a rela- 
tively small number of companies which 
account for the vast bulk of the total 
assets. From this point of view, companies 
with a billion dollars or more in assets 
may be labelled “Giants”. So far as con- 
trol over assets is concerned, the Giants 
are the industry. 

Companies whose assets range from 
$100 million to $1 billion are classified as 
“Large.” They account for almost 20 per 
cent of the assets of the industry. When 
the Giants and the Large companies are 
combined, they account for only a little 
over 10 per cent of the companies in the 


sample but well over 90 per cent of the 
assets of the whole industry. 

Many people have said that “mutuals 
dominate the life insurance industry.” One 
interpretation of this statement may be 
obtained from Table 2. Here we see that 
only 20 per cent of the companies are 
mutuals, but they hold over 75 per cent 
of the total assets of the industry. Most of 
the Giants are mutuals and the larger the 
size category, the greater the proportion 
of assets held by mutuals. On the other 
hand, stock companies outnumber mu- 
tuals and account for more assets in all 
categories other than the Giant size. 

One measure of the performance of a 
financial firm is the relationship between 
the assets it controls and the return earned 
on such assets. How well did life insur- 
ance companies manage their assets dur- 
ing 1955? Table 3 summarizes investment 
returns for the whole industry and by size 
group. The average ratio of net invest- 
ment income to total assets for the whole 


TABLE 2 
DisTRIBUTION oF Stock AND MuTvuaL CoMPANIES AND THEIR Assets By Size Group 
Stock Mutual 

Size of Companies Per Cent of Per Cent Per Cent of Per Cent 

otal Assets o. Companies of Assets No. Companies of Assets 
Over $10 billion. ......... 0 00.00 00.00 2 100.00 100.00 
$1 billion—$10 billion. .... 4 28.57 20.00 10 71.43 80.00 
$100 million—$1 billion.... 38 66.67 55.27 19 33.33 44.73 
$10 million—$100 million... 125 77.64 73.66 36 22.36 26.34 
$1 million—$10 million.... 191 79.92 78.92 48 20.08 21.08 
Less than $1 million....... 137 91.95 89.61 12 8.05 10.39 
ag i ee Spel a 495 79.58 24.73 127 20.42 75.27 
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TABLE 3 


Net INVESTMENT INCOME as A PeR CENT oF Assets, BY SizE GROUP 


Size of Companies by Total Assets 


EE, 2 ee 
OE 
$100 million—$1 billion........................ 
$10 million—$100 million...................... 
$1 million—$10 million....................... 
Ns oe sie wana eevee eae 

a ee 


industry, was 3.08 per cent. The average 
mutual company made a slightly higher 
rate of return than did the average stock 
company. However, there was a consider- 
able variation by size group, as well as 
within groups. The highest average rate 
of return, 3.20 per cent, was made by 
medium-sized stock companies. The low- 
est average rate of return was made by 
mutuals with less than $1 million of assets. 
In general, it would appear that the me- 
dium and large companies had better in- 
vestment earnings than either the giants 
or the small companies, with mutual com- 
panies having a slight edge in most size 
groups. 

The range of percentage return on assets 
is almost unbelievable and is increasingly 
great as the classification of companies by 
size group decreases. The two companies 
in the over $10 billion bracket ranged 
from 3.01 per cent to 3.13 per cent. The 
range for those in the $1 billion to $10 
billion bracket was 2.37 per cent to 3.40 
per cent and for those in the $100 million 


Stock Mutual All 
Companies Companies Companies 

as 3.07 3.07 
OPE 2.78 3.11 3.04 
Ree 3.15 3.17 3.16 
vans 3.20 3.13 3.18 
here 2.89 2.94 2.90 
ses 2.71 2.10 2.65 
ates 3.02 3.10 3.08 


to $1 billion group, it was from 2.37 per 
cent to 4.11 per cent. In the $10 million 
to $100 million group, some companies 
made no net return, while the highest 
rate of return in this group was 4.67 per 
cent. In the $1 million to $10 million 
group, one company had a loss of 0.47 
per cent, while another company netted 
a return of 9.02 per cent. Among the small 
companies, those with less than $1 million 
of assets, the range of rates of return was 
enormous. The poorest was a loss of 1.80 
per cent while the best was an amazing 
48 per cent. 

While many factors influence the mag- 
nitude of net return on assets, one thing 
that should have a major effect is the form 
in which assets are held. Therefore, the 
percentage distribution of assets has been 
calculated for the whole industry and 
for the various size groups as shown in 
Table 4. 

An outstanding characteristic of Table 
4 is the extent to which the percentage 
distribution of assets of the Giant com- 


Tasie 4 


Lire Insurance Company PercentaGe Return on Totat Assets, AND Percentace DistrisvTion 
55 


OF 


= 
< 
Size of Companies 

Over $10 billion. . ety 1.20 55.48 1.88 3.16 
$1 billion—$10 billion. ..... 1.15 57.82 5.26 4.11 
$100 million—$1 billion..... 1.50 41.56 4.24 3.05 
$10 raillion—$100 million . 2.53 39.85 4.21 2.98 
$1 mallion—$10 ae 8.32 40.98 6.74 8.24 
Less than $1 million........ 17.69 35.69 9.91 11.60 
All Companies.......... 1.40 52.80 4.04 3.61 


Assets By Size Crass, Decemper 31, 19 


Percentage Distribution of Assets 
: ¥ 
- . 
: i fF g 

t: is 33 ho 3 TF 

; pe ig : & 
yf zi z cK} q5 zs < acx 
31.81 3.58 0.05 0.00 1.80 0.79 0.25 3.07 
02 3.14 0.00 0.01 1.28 0.76 0.44 3.04 
42.57 4.23 0.02 0.07 1.92 0.62 0.22 3.16 
41.72 5.42 0.038 0.10 2.23 0.59 0.34 3.18 
27.57 3.58 0.10 90.02 3.37 0.59 0.49 2.90 
8.38 1.71 0.06 0.07 3.53 0.43 0.93 2.65 
31.78 3.62 0.02 0.02 1.64 0.73 0.34 3.08 
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panies is similar to that of the industry 
as a whole. This is really not surprising, 
however, in view of the fact that the 
Giants control such a large portion of the 
total assets that their distribution prac- 
tically determines the industry average. 
At least, they exercise more influence on 
the average than all other companies com- 
bined. 

How do the asset distributions of the 
highest and lowest net investment return 
groups compare? As Table 4 indicates, the 
highest return is made by companies in 
the $10 million to $100 million group, 
while the lowest return is made by the 
group of companies having assets of less 
than $1 million. One obvious difference is 
in the percentage of assets held in the 
form of cash. The small companies hold 
nearly 18 per cent of their assets in this 
form, while the medium-sized companies 
are only a little above the average for the 
industry in this category. 

The two groups are somewhat similar 
in bond holdings but the small companies 
hold twice as large a percentage of their 
assets in the form of stocks as do the 
medium-sized companies. Small com- 
panies have a much greater percentage of 
assets in real estate and a much smaller 
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percentage in mortgage loans, than does 
the medium-sized group. Other types of 
assets shown in Table 4, account for a 
relatively small portion of the portfolio of 
either group of companies, although there 
are sizable differences by category be- 
tween the two groups. 

A further refinement of the analysis of 
the form in which assets are held, is sum- 
marized in Table 5. This table shows the 
distribution of assets held by the com- 
pany in each size category having the 
lowest net return on assets and the dis- 
tribution of assets held by the company 
having the highest net return on assets. 

In every size group, the company with 
the highest rate of return held a smaller 
percentage of assets in the form of bonds 
than the company with the lowest rate of 
return. In most classes, high return com- 
panies had more invested in stocks than 
low return companies. This was particu- 
larly true in the smaller size categories. 

In the larger size groups, low return 
companies had large investments in real 
estate but in some other size categories, 
companies with high returns had large in- 
vestments in real estate. Typically, the 
smaller the company is, the larger the por- 
tion of assets held as real estate. In all 


Taste 5 


Hic Yrevp anp Low Yre.p, sy Size Crass, AND 
PercentaGe DistrisuTion or Assets ror Eacn, 1955 


Percentage Distribution of Assets 
© F . 
<5 
$ : if 
=e 3 4 : e¢ t< 3 
> . y ° § = ~ 
Stze of Companies 2 3 xs Pe 3 3s = 
by Total Assets os $ 3 3 2 i e §& ‘I 3 
(dollars) &s §.§ 8 & & 3 = & os as ss 
Over 10 billion Low 3.01 1.15 65.04 1.12 3.72 22.75 3.88 0.04 1.45 0.83 0.02 
ver 10 billion High 3.13 1.25 44.84 2.73 2.54 41.89 3.26 0.05 2.20 0.75 0.49 
1 billion—10 billion Low 2.37 3.22 60.30 4.33 25.23 0.80 2.75 2.58 0.69 0.10 
1 billion—10 billion High 3.40 1.27 48.00 5.14 3.77 36.42 3.48 0.93 0.72 0.27 
100 million—1 billion Low 2.37 1.41 57.78 1.42 0.49 34.04 3.30 1.12 0.44 
100 million—1 billion High 4.11 1.21 28.53 9.77 7.14 43.91 5.82 0.69 0.25 2.05 0.63 
10 million—100 million Low* 0.00 4.84 73.01 2.66 3.83 13.30 0.07 0.43 1.17 0.69 
10 million—100 million Low* 0.00 5.21 41.14 6.44 8.42 33.79 1.21 0.09 0.18 3.11 0.41 
10 million—100 million High 4.67 6.35 1.42 6.17 21.62 47.07 10.37 3.73 0.24 3.08 
1 million—10 million Low -0.47 15.09 76.71 7.95 0.25 
1 million—10 million High 9.02 8.01 53.98 19.70 17.23 1.06 0.02 
Less than 1 million Low -1.80 3.74 1.44 83.59 8.85 1.83 0.55 
Less than 1 million High 48.02 11.23 5.42 69 .08 0.338 13.94 


*T wo companies had zero return on assets. Both are shown because of interesting differences in asset distribution. 
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cases, high return companies have more 
invested in mortgage loans than low re- 
turn companies in their size group. 

In the management of assets, net re- 
turn is only one measure of how well the 
job is done. A firm could have an outstand- 
ing record on this score for a number of 
years, only to become insolvent when its 
high-return assets sour. Net return on 
assets during any one year is only one 
measure of the relative efficiency of opera- 
tion of life insurance firms of various sizes 
and types. Safety is certainly as much or 
more important. However, there are no 
objective measures of this criterion that 
can be applied to the data relative to 
only one year. A record of safety involves 
a considerable period of time. 


Further Work to be Done 


While asset control may be a good 
measure of a firm’s power position, it is 
not the only one. For a life insurance firm, 
sales (premium volume) may be good 
measure of market position. Insurance in 
force is a measure of what the firm has 
done over a period of time. Benefit pay- 
ments is an indicator of the amount of 
the service that has been delivered. Lapse 
ratios may be a measure of sales efficiency. 

The next step in this study is to analyze 
such items as premium volume and insur- 
ance in force to see to what extent firms 
fall into the same size category as the 
measure of size changes. In other words, 
are all firms ranked as Giant or Large by 


assets, in the same category when ranked 
by premium volume, insurance in force, 
and benefit payments? It will be interest- 
ing to see whether a firm which ranks No. 
X in size by one measure has the same 
rank by all other measures. 

Another aspect of the market structure 
of the life insurance industry that should 
be investigated is the extent to which the 
market for life insurance is not one, but 
many. It appears that many companies 
may be small nationally, but large locally. 
The “market” may be more competitive 
than it appears to be when only aggre- 
gates are measured. “Small” companies 
may not be at a disadvantage. 

Two other areas also look like fertile 
fields for study. One is mergers and con- 
solidations. To what extent are small firms 
being absorbed by large firms and what 
effect will this have on the market? If it 
is important to have a large number of 
firms (another question), then conditions 
of entry are made even more significant 
when small firms are being gobbled up by 
large firms. While nothing has been done 
thus far to show how many firms are 
needed to maintain competitive conditions 
in the industry, it does not appear, de- 
ductively, that the 1,375 presently re- 
ported by the Institute of Life Insurance 
constitute a minimum number. On the 
other hand, the creation of new firms, or 
their potential creation, may be of signifi- 
cance because of the fact that so many 
are disappearing through merger. 
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In recent years, representatives of 
many public and private organizations 
have turned their attention toward help- 
ing people prepare for retirement and to 
making the retirement years happy and 
satisfactory. Labor unions have assumed 
an increasingly active role in helping their 
members plan for retirement and achieve 
post-retirement satisfactions. Community 
organizations and churches have been do- 
ing a great deal to assist older persons in 
making a satisfactory transition from 
work to retirement. Secondary schools, 
colleges, and universities, through their 
adult education programs, have contrib- 
uted materially to successful retirement 
adjustment. Many companies, moreover, 
have undertaken formal and informal pro- 
grams to assist employees with their re- 
tirement planning. No single group— 
the company, the school, the union, the 
community agency, the church—operates 
entirely independently. Each, however, 
may be concerned with a somewhat dif- 
ferent aspect of retirement planning or of 
living during the retirement years. 


The Role of the Corporation 


Perhaps the employer's role with re- 
spect to retirement preparation is some- 
what more direct than that of the other 
groups. The older person in the com- 
pany’s employ may or may not be a 
church member or a union member or ac- 
tive in community affairs. He is at all 
times, however, an employee of the firm. 
He has a day-to-day contact with man- 


agement. In all likelihood, he is pro- 
tected by a company pension plan. More- 
over, it well may be that the timing of his 
retirement is determined by company pol- 
icy. In view of these employment-related 
conditions, therefore, the employer would 
seem to have a very special concern with 
workers’ adjustment to retirement. 


The Scope of the Study 


It was essentially because of the recog- 
nition of the importance of these em- 
ployer-employee relationships, that this 
aspect of retirement preparation was se- 
lected for special study. About a year ago, 
research work was begun on the subject 
of defining the role of management in 
assisting employees with their preparation 
for retirement. The study is being financed 
under a grant from the Ford Foundation. 

There are three broad stages involved 
in this study of retirement preparation 
programs. They are: (1) collection of 
data on current practices and attitudes; 
(2) analysis and evaluation of these data 
to provide a framework for the identifica- 
tion of management's role; and (3) a con- 
ceptual development of the place of the 
corporation in employees’ preparation for 
retirement. 

The problem of identifying the ap- 
proaches which management can take in 
contributing toward a satisfactory adjust- 
ment to retirement by its employees, has 
both philosophical and theoretical as- 
pects, as well as those based on a survey 
of company attitudes and practices. It 
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is, however, on the basis of some of the 
survey material, that a preliminary report 
can be made at this time. Although quali- 
tative analyses are now in progress and 
some tentative conclusions have been 
drawn, it would seem advisable not to 
present these conclusions in a piece-meal 
fashion. In this “interim report,” there- 
fore, the discussion will be confined to 
findings resulting from a survey of man- 
agement attitudes and practices in cor- 
porations throughout the country. 


The Survey 


A mail survey was made as a part of 
the overall study, in an effort to gain 
useful information about the ways in 
which managements of important com- 
panies view their responsibilities toward 
their older employees. Corporate atti- 
tudes toward retirement preparation pro- 
grams constituted one important aspect 
of the study. The other pertained to the 
nature of the programs actually in effect. 

Questionnaires were sent to approxi- 
mately 750 major companies throughout 
the United States. However, the firms in- 
cluded in the survey did not constitute a 
representative sample in the true statisti- 
cal sense. Because the primary aim was 
to look into management attitudes and 
present-day practices, it seemed advisable 
to contact those companies most likely to 
have given some attention to the problem. 
Therefore, the firms selected were the im- 
portant ones, those that would be charac- 
terized as “large” from the standpoint of 
employment and of volume of business. 

Usable questionnaires were returned by 
415 firms, and 90 additional companies 
sent detailed letters instead of returning 
completed survey forms. The fact that the 
overall response approximated 66 per cent 
is significant in itself, in that it indicated 
a high degree of interest in retirement 
preparation programs. 

The firms which completed question- 
naires employed a total of approximately 


five million persons. Almost nine out of 
ten participating firms employed 2,000 or 
more persons, and nearly four out of ten 
employed 10,000 or more. 

To some extent, the size of the firms 
also affected the industrial and geographi- 
cal distribution of the response. Manufac- 
turing firms, which characteristically have 
larger employment than those in the non- 
manufacturing group, accounted for 64 
per cent of the participants. The majority 
of the cooperating firms were situated in 
the East and Midwest, areas of highest 
concentration of large-size industries. In 
regard to the geographical distribution, 
however, it should be noted that the classi- 
fications were assigned in accordance with 
the location of the responding executive 
offices. Because reports of many of the 
companies were made for branch facilities 
as well as headquarters offices, the geo- 
graphical dispersion was somewhat wider 
than the geographical classification would 
indicate. By location, the responding firms 
were distributed as follows: 


Per cent of 
Location companies 
East 40.8 
Midwest 34.0 
South 10.8 
West 14.4 


Prevalence of Preretirement Programs 


Of the 415 companies participating in 
the survey, preretirement planning pro- 
grams were reported in 161, or nearly 39 
per cent of the total. The managements of 
71 of the remaining 254 firms advised that 
no thought had been given to instituting 
this type of program. In 172 firms, how- 
ever, such plans had been under active 
consideration at one time or another. 
Sixty-five of these companies had rejected 
the idea, but 107 had postponed decisions 
as to whether the programs should be put 
into effect. In 11 of the reporting com- 
panies, programs had been adopted at one 
time and later had been discontinued. 
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Concepts of Company Responsibility 


Perhaps one of the most valuable find- 
ings of the survey was the views expressed 
by managements of important corpora- 
tions about the role the company should 
play in employees’ preparation for retire- 
ment. Notably, all of the responding com- 
panies recognized some measure of re- 
sponsibility toward employees who would 
retire. Most frequently, this responsibility 
was directed toward the financial aspects 
of retirement. All but two of the firms re- 
ported having pension plans or profit 
sharing retirement trusts. Almost all of 
the employers believed that they had an 
obligation to acquaint employees with the 
various provisions of these plans. These 
managements generally agreed that em- 
ployees should be told, in advance, of the 
date of their retirement and the amount 
of their retirement benefits. 

Beyond these functions, however, there 
was a wide range of expressions concern- 
ing other employee retirement prepara- 
tion activities in which management 
should engage. In companies not having 
retirement preparation programs, opinions 
about the worth of the activity split quite 
sharply. Some objected to the programs 
in principle, while others offered various 
reasons, often technical ones, for not insti- 
tuting them. One management group, and 
while it was the smallest it was perhaps 
the most vocal of all those responding, 
held that company preretirement planning 
programs were paternalistic in intent and 
that they constituted an invasion of work- 
ers’ privacy. As an illustration of these 
views, the representative of one firm com- 
mented that efforts to prepare people for 
retirement, violated one of the basic pur- 
poses of retirement plans. He said that 
objective was “to prevent the subordina- 
tion of the personal independence and 
dignity of the individual.” 

Somewhat different views were put 
forth by representatives of a few other 


companies which did not have employee 
preretirement plans. While noting that 
employees would face certain problems 
in making the transition from work to re- 
tirement, some managements felt that the 
company was not the best qualified agent 
to offer employees the help that they 
might need. These managements seemed 
to regard this type of activity as a kind of 
“social work,” and felt that the schools 
and churches might better undertake the 
preparation for retirement. 

Still other representatives noted that 
their firms’ policies of flexible retirement 
alleviated the need for programs to pre- 
pare employees for retirement. There was 
evidence of disagreement on this point, 
however, as representatives of some of the 
firms with flexible retirement provisions 
advocated retirement adjustment pro- 
grams. These men indicated that the em- 
ployees wanting to work indefinitely were 
those who had made no retirement plans 
and could not face up to severing the em- 
ployment connection. When the company 
eventually had to ask such an employee to 
retire, it was stated, the worker tended to 
regard the move as discriminatory. In only 
16 per cent of the responding corpora- 
tions, it might be mentioned, did flexible 
retirement policies prevail. 

The majority of the firms without retire- 
ment preparation arrangements, however, 
cited reasons other than conceptual ones 
for not providing these programs. Among 
these were the cost of the program, in- 
sufficient numbers of older employees— 
at least at any one geographical location 
—lack of employee interest, and the diffi- 
culties of staffing such an activity. Some 
company representatives noted that pre- 
retirement counseling required a skilled 
approach. Until such a program could be 
introduced in a thorough, professional 
fashion, they felt it should not be under- 
taken. Along similar lines, apparently it 
had been decided within several com- 
panies to adopt a “wait and see” attitude. 
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Some managements indicated that they 
would like to study the results of other 
companies’ efforts, before engaging in 
such an activity themselves. Responses 
from many of the firms seemed to contain 
a certain note of apology because retire- 
ment adjustment programs had not been 
instituted. Managements of these com- 
panies appeared to feel that they had in 
some way overlooked an obligation to 
their aging employees. 

In those firms having retirement prepa- 
ration programs, there was evidence of 
general agreement that the activities had 
value, not only to the employees but also 
to the company. In only a very few in- 
stances did corporations continue the pro- 
grams merely because, as one representa- 
tive put it, it “seemed to be a nice thing 
to do.” Among the values placed upon 
the programs were that they increased the 
efficiency of older workers, by substitut- 
ing “planning” for “worrying.” Mentioned, 
too, was that retirement preparation pro- 
grams formed an intrinsic part of success- 
ful pension administration. Other advan- 
tages attributed to the programs, included 
their eliminating the problem of the dis- 
gruntled employee and their assistance in 
“selling” retirement. It was felt, moreover, 
that the activity contributed to the preva- 
lence of high morale for all employees, 
because the programs served as an in- 
dication that management was interested 
in employees’ well-being. 


How Companies Viewed Pre- 
retirement Programs 


One specific objective of the survey was 
to obtain corporate executives’ ideas of 
the problems employees generally face in 
retirement, in relation to which company 
programs would be of help. Another pur- 
pose was to obtain opinions concerning 
the appropriate ways in which a company 
might carry out a preretirement planning 
program. 

In regard to retirement adjustment 


problems, the majority of companies in- 
dicated that programs would be of assist- 
ance to employees concerned with living 
on reduced incomes or with loss of occu- 
pational status. More than one-half of the 
respondents also included the problems 
related to changes in living arrangements, 
meaningful use of leisure time, and loss of 
companionship of fellow workers. Con- 
siderably fewer executives felt that retire- 
ment preparation programs would be of 
help to employees confronted with 
changes in their family relationships or 
with health difficulties or would benefit 
those workers who wanted to find new 
employment after they had retired from 
the firm. 

The value of preretirement programs in 
assisting employees with various retire- 
ment problems, quite naturally, was view- 
ed somewhat differently by firms having 
the programs than by those without the 
activity. Particularly in regard to prob- 
lems dealing with declining physical 
abilities, with income curtailment, and 
with changes in family relationships and 
in living arrangements, were companies 
with programs more likely to believe that 
the activity would be of help to employees 
than were the firms not offering retire- 
ment preparation. 

As is to be expected, there were also 
some differences of opinion, as well as 
some similarities, with respect to attitudes 
concerning what a retirement planning 
program might involve. Most companies 
held that it was an appropriate company 
function to notify employees, in advance, 
of their retirement dates and of their re- 
tirement benefits, to sponsor long-service 
clubs, and to distribute retirement plan- 
ning handbooks. Beyond these activities, 
opinions split somewhat sharply. Respond- 
ents without programs, quite generally, 
held that individual and group counseling 
sessions were outside a firm’s province, as 
was the provision of legal, medical, and 
psychological services. In firms with plans, 
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on the other hand, most executives advo- 
cated individual counseling on retirement 
problems and many favored group coun- 
seling as well. For the most part, too, 
these managements approved giving em- 
ployees various medical and legal services, 
and some also indicated that company- 
provided psychological services were a 
proper corporate function. 


The Nature of the Preretirement 
Programs 


In terms of scope, the various company 
programs differed widely. Some were ex- 
ceedingly comprehensive in nature, while 
others were quite limited. Indeed, a few 
of the programs described on the ques- 
tionnaires seemed very marginal. 

One of the difficulties connected with 
any survey is that of definition. With 
respect to preretirement programs, there 
appears to be a tendency for companies 
to regard as retirement preparation, those 
activities which are concerned with the 
administration of a pension plan. In the 
hope of minimizing the possibility of such 
misinterpretation on this survey, the fol- 
lowing definition was introduced: 


Company Preretirement Planning Pro- 
grams are defined as formal or informal 
programs which are designed with the 
specific objective of assisting employees 
make the transition from a working life to 
one of retirement. Only those personnel 
programs whose principal aim is to help 
employees prepare for retirement fall with- 
in the scope of the definition for the pur- 
pose of this survey. 

Moreover, companies were advised that 
“Preretirement Planning Programs . . . con- 
sist of activities beyond those of admin- 
istering a retirement plan.” 

Despite these safeguards, in a small 
number of the programs described on the 
completed questionnaires, the meaning of 
the definition appeared to be stretched 
to cover a variety of personnel practices 
which, only in a very minor way, could 
be considered as retirement preparation. 


In considerable part, this situation can be 
attributed to the fact that many of the pro- 
grams were relatively new in origin. Many 
of the companies undertaking the activity, 
seem to have been moving into the pro- 
grams gradually rather than offering full- 
scale arrangements at the outset. Thus, to 
some extent, intent, rather than actuality, 
may have influenced some of the respond- 
ents. Indicative of the recency of retire- 
ment planning programs, is the fact that 
almost 17 per cent of those reported on, 
had been in operation for less than two 
years, and nearly one-half, for less than 
five years. 

Beyond this newness of many of the 
programs, the differences between the 
preretirement activities that companies 
advocated and those that actually were 
provided, also illustrated the develop- 
mental nature of retirement planning. In 
one section of the questionnaire, a num- 
ber of retirement planning practices was 
listed and executives were asked to indi- 
cate those which they considered to be 
appropriate company functions. In an- 
other section of the form dealing with the 
actual operation of the program, a similar 
list was included and’ companies were 
asked to note those practices which were 
a part of their programs. A comparison of 
the replies to these questions is detailed 
below. 


% of Companies 
Advocating Performing 
Activity activity activity 

Distribution of retirement 

planning handbooks 92.5 59.0 
Advance notification of 

retirement date 98.6 96.3 
Advance notification of 

amount of retirement 

benefits 96.9 95.0 
Individual counseling or 

discussion sessions 93.2 89.4 
Group counseling or dis- 

cussion sessions 53.4 25.5 
Legal services 24.8 32.9 
Medical services 52.8 43.5 
Sponsorship of long-service 

clubs 72.7 47.2 
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With most of the firms using the indi- 
vidual discussion method and about one- 
quarter employing the group discussion 
approach, either alone or in combination 
with personal counseling, the subjects 
covered in these sessions were compre- 
hensive in some instances and relatively 
limited in others. Indicative of the range 
of subjects covered in the different pro- 
grams is the distribution below. 


% of companies 


Discussion subject including it 


How to figure retirement income 81.8 
Financial planning and family 

budgeting 55.6 
Ways of adding to retirement 

income 52.5 
How to live with health problems 43.1 
Housing and living arrangements 45.0 
Use of leisure time ye 

46. 


Finding new work activities 


Only about one-fifth of the companies 
using the group or individual counseling 
method, followed the practice of inviting 
the employee’s spouse to attend the ses- 
sions. Where group sessions were held, in 
only a very few instances did employees 
participate in planning and conducting 
the discussions. 

Nearly all of the surveyed companies 
made the programs available to their en- 
tire work force. In only a very few 
instances were programs furnished ex- 
clusively for special groups, such as the 
executive staff or the hourly-rated employ- 
ees. Similarly, most of the companies of- 
fered the same kind of program to both 
men and women employees. Again, in 
only a handful of cases did the programs 
differ in content and method of presenta- 
tion. 

For the most part, participation in the 
programs was voluntary; 75 per cent of 
the firms indicated that employees had 
the option of taking part in the planning 
activities. While 25 per cent of the firms 
indicated that participation was required, 
perhaps “automatic” would have been a 
better term in some of these instances. 


Where a program consisted almost en- 
tirely of the routine distribution of re- 
tirement planning handbooks to all em- 
ployees attaining a prescribed age, the 
matter of voluntary or required participa- 
tion would be more or less irrelevant. 

Many of the company programs were 
long range in character. Approximately 
one-half began five years ahead of em- 
ployees’ retirement. Some, on the other 
hand, commenced only shortly before 
employees retired. About 12 per cent of 
the retirement planning programs began 
less than a year ahead of retirement and, 
all told, 30 per cent started less than two 
years before retirement. 

Companies frequently extended their 
interest in their older employees into the 
retirement period. Nearly one-half of the 
corporations with preretirement programs, 
also provided services for their retired 
employees. Most often, these services took 
the form of inviting retirees to company 
functions and of offering them lifetime 
memberships in long-service clubs. In 
some instances, retired employees were 
permitted the use of company medical 
and recreational facilities. Often, too, 
company publications were mailed regu- 
larly to retired workers. 

These, then, are some of the facts and 
some of the impressions that have re- 
sulted from the general survey of man- 
agement attitudes and corporation prac- 
tices. Evident from the survey is the fact 
that not all managements are convinced 
that preretirement programs are a neces- 
sary company undertaking. Others, while 
finding the programs desirable in prin- 
ciple, are faced with particular company 
situations which preclude the establish- 
ment of the programs, at least for the 
time being. In many of these firms, how- 
ever, there was evidence of considerable 
interest in the subject and indication that 
programs eventually would be instituted 
in a number of the companies. 

The programs that were reported, were 
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in no sense stereotypes. Rather, they dif- 
fered quite widely, reflecting variations in 
company philosophy, policy, economic 
status, work force characteristics, and 
many other factors. They demonstrated, 
moreover, that retirement preparation pro- 
grams are in a developmental stage. Com- 


panies obviously are experimenting with 
various approaches, are more or less “feel- 
ing their way”, in an effort to discover 
the kind of program which meets the 
needs of their older workers most satis- 
factorily. 

















“SOME MEDICO-ECONOMIC TRENDS" 
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Background Developments 


There are several basic developments 
in our society which underlie any dis- 
cussion of recent medico-economic trends. 
One of these is the rapid and radical evo- 
lution which has been proceeding in the 
provision of medical care in recent years. 
Included here are the increasing effective- 
ness of medical care, the introduction and 
wide use of the many so-called “miracle 
drugs,” the equally miraculous new sur- 
gical procedures now commonly em- 
ployed, the increased availability and 
diversity of medical care facilities, the 
increased utilization of hospitals, the in- 
creasingly technical nature of medical 
care, an increasing degree of specializa- 
tion, increased hospitalization for non- 
surgical reasons,! the increased public ac- 
ceptance and use of hospital and medical 
care facilities, the resulting shortage of 
personnel in relation to population growth 
in some of the medical care professions,” 
a similar shortage with respect to medical 
care facilities* particularly in some geo- 
graphic areas, and the revised concepts 
of care in and out of the hospital, includ- 
ing progressive and ambulatory hospital 
care and the increased employment of 

1 Roemer, Milton I. “Hospital Utilization under 
Insurance.” Hospital Monograph Series No. 6 
(American Hospital Association, 1959). 

? Roberts, Markley. “Trends in the Supply and 
Demand of Medical Care.” Joint Economic Com- 
mittee, Congress of the United States (November 
10, 1959). 

3% Abbe, Leslie Morgan. “Hospitals and Nurs- 
ing Homes in the U.S., 1959.” Public Health 
Reports, Vol. 74, No. 12 (December, 1959). 


nursing homes,‘ out-patient, and home 
care facilities.5 

Another development is the changes 
which have been taking place in the 
socio-economic patterns of society. The 
past two decades have been identified 
with a rising national income, an expand- 
ing industrial economy, a generally high 
standard of living, a high level of em- 
ployment, an inflationary trend in prices, 
an ever increasing mobility of popula- 
tion, high personal taxation, a movement 
away from rural-farm living, smaller 
dwelling units, a higher proportion of 
working wives, broadened social pro- 
grams, and a major increase in install- 
ment purchasing and mortgage indebted- 
ness. 

Educational levels have been improving 
and so has the extent of health education. 
Our birth rate has been rising rapidly. 
Our mortality rate has declined from 13.8 
deaths per 1000 total persons in 1915 to 


*Follmann, J. F., Jr. “Health Insurance and 
Nursing Home Care.” A Study. Health Insur- 
ance Associations of America, March 5, 1958. 

Follmann, J. F., Jr. “Insuring Dental Care 
Costs.” Journal of the A.D.A., Vol. 56 (February, 
1958). 

5 Follmann, J. F., Jr. “Health Insurance and 
Nursing Home Care.” A Study. Health Insur- 
ance Association of America (May, 1959). 

Follmann, J. F., Jr. “Health Insurance and 
Vision Care.” A Study. Health Insurance As- 
sociation of America. 

Follmann, J. F., Jr. “Prepaid Dental Serv- 
ices.” American Dental Association. Best's In- 
surance News, December, 1959. 

Follmann, J. F., Jr. Prepayment for Public 
Health Nursing Services.” Nursing Outlook, May, 
1960. 
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9.5 in 1958. Infant mortality has dropped 
from 56 per 1000 live births in 1935 to 
27 in 1958. Communicable diseases have 
been reduced sharply and other formerly 
fatal diseases have been checked. The 
proportion of our population over age 65 
has been increasing. This latter can only 
mean an increase in chronic or longer 
term illnesses, with an increasing demand 
for medical care and the use of medical 
care facilities. 


Effects on Use of Facilities 


The effects of these developments on 
the use of our medical care facilities are 
demonstrable in many ways. They are 
illustrated by the upward trend in the 
incidence of hospitalization in the United 
States. According to the National Health 
Survey,® 99 of every 1000 persons in the 
United States experienced a hospitaliza- 
tion episode in 1958. On the average, the 
length of stay was 8.6 days. When ad- 
missions for maternity are excluded, the 
admission rate dropped to 78.6 per 1000, 
but the length of stay increased to an 
average of 9.6 days. Major differences 
occur among age groups, races, income 
levels, geographic areas and urban-rural 
status. Of those admitted to hospitals, 
60.1% received surgical treatment, includ- 
ing deliveries. Today, hospital costs are 
the largest component of the personal 
medical care bill, while a decade ago, 
physicians’ services were the largest. This, 
in turn, illustrates the increasing tendency 
for hospitals to take the central role in 
providing medical care. 


Medical Care Expenditures 


These developments are _ illustrated, 
also, by the trend in the personal expendi- 
tures of the American people for medical 
care. The Social Security Administration 


® Superintendent of Documents, Government 
Printing Office. “Health Statistics Hospitaliza- 
tion, Patients Discharged from Short-Stay Hos- 
pitals, United States, July 1957-1958, Series 
B-7.” 


estimates * that in 1948 the American peo- 
ple spent privately $7.4 billion for med- 
ical care and health insurance. By 1958, 
this amount had grown to $16.4 billion. 
For every dollar spent for medical care 
in 1958, 27 cents was for hospitals, 24 
cents for doctors, 10 cents for dentists, 
25 cents for medicines and appliances, 
6 cents for other services and forms of 
care and 8 cents for health insurance. 
On a per capita basis, the 1958 expendi- 
ture was $95.57 compared to $52.00 a 
decade earlier and $24.15 in 1929. In 
terms of disposable personal income, med- 
ical care had increased only from 4.0% in 
1951 to 4.2% in 1956. In terms of private 
expenditures, medical care was 5.7% while 
recreation was 5.8% and alcoholic bever- 
ages and tobacco 5.2%. 

These brief data serve to illustrate a 
trend toward an increasingly high de- 
gree of utilization of medical care services 
and facilities in the United States and, 
consequently, an increasing proportion of 
monetary expenditures for these services. 


Trends in Medical Care Financing 


Concomitant with these developments 
has been a marked evolution in the man- 
ner in which private medical care is being 
financed. The most pronounced trend in 
this area has been the rapid growth of 
voluntary health insurance as a means by 
which people spread the economic risk 
of loss from accidental injury and illness. 
Today, approximately 127 million Amer- 
icans have some form of voluntary health 
insurance protection, an increase of 92% 
since 1949. Nearly two-thirds of the em- 
ployed civilian labor force has some pro- 
tection against wage loss due to disability. 
This trend is further exemplified by the 
fact that in 1958, 1.9% of the public’s dis- 
posable income went to the purchase of 
health insurance compared to 1.5% in 

7 U.S. Department of Health, Education, and 
Welfare. “Private Expenditures for Medical Care 


and Health Insurance Benefits, 1948-1957.” Re- 
search and Statistics Note No. 33-1958. 
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1954 and 0.8% in 1949. In 1958, the Amer- 
ican public spent $3.8 billion for volun- 
tary health insurance protection from in- 
surance companies alone, 54% more than 
the amount spent in 1954 and three and 
one-half times that spent in 1949.8 By 
1957, more than 12 million workers were 
covered by voluntary health insurance 
under collectively bargained plans, com- 
pared to one-half million in 1945.° 

In 1958, voluntary health insurers of 
all types paid more than $4.7 billion in 
benefits, an increase of 12% over 1957 
and five times the amount of benefits paid 
in 1949. More than half this amount was 
paid by insurance companies; this being 
indicative of a further trend in the direc- 
tion of increasing public acceptance, and 
hence purchase, of insurance company 
coverages. Thus, in the decade 1949 to 
1958, insurance company coverages, in 
terms of the number of people covered 
for some of the costs of medical care, in- 
creased 140% (to 71,798,000 persons), 
while Blue Cross-Blue Shield and similar 
plan coverage in the same terms, increased 
62% (to 55,205,000 persons) and all other 
types of prepayment approaches, includ- 
ing prepaid group practice plans, in- 
creased 30% (to 4,865,000 persons ). 

Meanwhile, qualitative improvement of 
coverages and techniques has kept pace 
with quantitative expansion. Benefits are 
now far more nearly adequate than for- 
merly in both amount and duration as 
well as scope. Guaranteed renewable in- 
surance has become much more generally 
available. Protection provided to groups 
of persons may be continued into retire- 
ment and may be converted upon termi- 
nation of membership in the group. Cov- 
erages are more realistically designed. 
New coverages have come into being. 





8 Health Insurance Institute.” Source Book of 
Health Insurance Data.” 1959. 

® Roberts, op. cit. 

10 Health Insurance Council. “The Extent of 
Voluntary Health Insurance Coverages in the 
United States as of December 31, 1957.” 


Protection is rapidly being extended 
among such specific population groups 
as the aged, those living in rural areas, 
those whose health is impaired, and those 
employed in small groups.1! Administra- 
tive complexity has been reduced. A 
greater percentage of voluntary health 
insurance is written on a group basis than 
formerly. In a recent study of health in- 
surance }* the authors have commented 
that the insurance companies “have dem- 
onstrated a capacity for great flexibility 
and imaginative improvisation.” This has 
been true of other types of health in- 
surers. 

That this trend has been effective is 
clear from a recent study by the Social 
Security Administration !* which indicates 
that the percentage of the nation’s private 
medical bill being met by voluntary health 
insurance increased threefold in the dec- 
ade 1948-1957. The study estimates that 
in 1957, 57% of amounts received by hos- 
pitals from patients and 31% of payments 
to physicians, derived from health insur- 
ance sources (these percentages were 
27.3% and 6.4% respectively in 1948). It 
states also that “insurance benefits for hos- 
pital care increased fivefold in the period 
(1948-1957), and those for physicians’ 
services have increased almost sevenfold.” 

A pilot study by the Research Unit of 
the School of Public Health and Adminis- 
trative Medicine of Columbia University 
similarly found that 56% of hospital bills 
was paid by various forms of health in- 
surance. However, for insured persons 


alone, the percentage of hospital bills 


11 Follmann, J. F., Jr. “Voluntary Health Insur- 
ance and Medical Care.” Health Insurance As- 
sociation of America, January, 1958. 

12 Somers, Herman M. and Anne R. “Private 
Health Insurance.” Part I: “Changing Patterns 
of Medical Care Demand and Supply in Relation 
to Health Insurance.” Part II: “Problems, Pres- 
sures and Prospects.” Institute of Industrial Re- 
lations, University of California. 1958. 

13 Brewster, Agnes. “Voluntary Health Insur- 
ance and Medical Care Expenditures: A Ten 
Year Review.” Social Security Bulletin (Decem- 
ber, 1958). 
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borne by voluntary health insurance is 
more like 75-80% and the percentage of 
surgical costs, 76%.'* Significantly, also, 
there has not been a corresponding ex- 
pansion in expenses to operate insurance 
and prepayment plans. The percentage of 
the dollar allocated to the purchase of 
voluntary health insurance, being paid in 
benefits has risen from 70.3% in 1948 to 
86.3% in 1957.15 

It is to be noted that voluntary health 
insurance in the United States is made 
available in many forms and by various 
types of insurers. These include insurance 
companies, service plans like Blue Cross 
and Blue Shield, dental service corpora- 
tions, group medical practice plans oper- 
ating on a prepayment basis, plans that 
are self-administered by employers or 
labor unions, community plans, prepay- 
ment vision care plans, prepayment drug 
plans, fraternal societies, and rural and 
consumer health cooperatives. There are 
over 1200 such voluntary health insurance 
organizations in the United States. Cov- 
erage is provided on an individual, fam- 
ily, association, or group basis. 

Each type of insurer has its distinctive 
approach, providing the buyer of insur- 
ance the opportunity to choose the kind 
of plan and coverage best suited to his 
needs and ability to pay. The resulting 
heterogeneity can at times appear con- 
fusing and can present impediments to a 
ready, simplified understanding of the 
subject. At the same time, it is necessary 
to recognize that many of the aspects and 
concepts of voluntary health insurance 
must still be looked upon as experimental 
and that this form of insurance, like med- 
ical care itself, must remain in a state of 
evolution. This situation is unique to our 
nation. In no other country at any time 

14U.S. Department of Health, Education, and 
Welfare. “Sources of Payment for General Hos- 
pital Care: Results from a Pilot Program in New 
York State.” Research and Statistics Note No. 6- 
1958. 

15 Brewster, op. cit. 


has there ever been such vitality, compre- 
hensiveness, and flexibility with respect to 
voluntary mechanisms for the payment of 
medical care costs. Those who speculate 
that a broad compulsory government 
health service in the United States is in- 
evitable, might well take note of this re- 
markable development. 

Jerome Pollack of the United Automo- 
bile Workers has said ‘* that there is no 
one inevitable pattern that health insur- 
ance will follow and that labor still has 
many reservations about voluntary health 
insurance and will not relinquish its right 
to criticize. This would seem to be the 
unquestioned prerogative of organized 
labor, as well as other groups. It is also 
a point of view which is in the best in- 
terest of further healthy development and 
progress, so long as such criticisms are 
objective in nature, free of preconceived 
fixed patterns, and open to conviction. 


Some Basic Views 


Against this brief summarization of 
certain of the basic trends in medico- 
economics, what might be considered the 
salient views of the insurance companies 
and what secondary trends are thereby 
evidenced? While it is impossible to 
represent the opinions of all insurance 
companies, the following might be con- 
sidered some of the basic views which are 
currently and generally held. 


Validity of the Private Voluntary 
Approach 

Insurance companies today are con- 
vinced that the private voluntary ap- 
proach is basic to insuring against the 
serious costs of medical care for the non- 
indigent population. They have faith in 
the ability of voluntary mechanisms ade- 
quately to answer the challenge with 
which they are presented. Insurers are 
striving with determination toward this 

6 Pollack, Jerome. “Health Insurance Today 


and Tomorrow—A Labor View.” Health Insur- 
ance Association of America, February 17, 1958. 
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end. They do not believe, however, that 
it is the most efficient use of the insurance 
dollar to spend it for coverage against 
medical costs which are not serious to the 
individual or which can be anticipated 
and hence budgeted for. They, therefore, 
do not believe it to be in the public in- 
terest to provide insurance against the 
total of all forms of medical care costs.2" 
They are convinced that a given number 
of available dollars, be they those of an 
individual, an employer, a union, or a 
government, can be used to best advan- 
tage by providing protection against the 
more sudden and sizable medical care 
costs as contrasted with either incidental 
or total costs. 

Insurance companies, therefore, recog- 
nize the social desirability and the eco- 
nomic necessity of providing adequate 
health insurance to as many of the people 
of the United States as is feasible, through 
established insurance and prepayment in- 
stitutions. To achieve these ends, they 
feel it is the responsibility of all elements 
of our society, the medical care profes- 
sions, business, the community, and the. 
public as represented by government, to 
endeavor to work together to find solu- 
tions which will best meet these social 
needs. 

These views, of course, are not uni- 
versally held. There are those, for ex- 
ample, who have said that voluntary in- 
surance cannot fulfill the necessary socio- 
economic demand, that it never can 
adequately cover enough people to re- 
move the necessity for a broad compulsory 
government program. While the task is 
not yet complete, recent trends would 
seem to indicate the eventual disproof of 
this viewpoint. Thus, in 1940, 9% of the 
United States civilian non-institutionalized 
population was protected by some form 
of voluntary health insurance. By 1955, 


17 Vogt, Frank C., M.D. “Hospitalization 
Planned Security or Insurance?” Group Practice 
Journal of the American Association of Medical 
Clinics, Vol. 8, No. 3 (March, 1959). 


this percentage had risen to 66%, by 1956, 
to 69%, and by 1957, to 71. It is observ- 
able that the percentage rate of growth 
has lessened in recent years. This is to be 
expected as the percentages covered come 
closer to 100. 

It should be recognized that the op- 
timum is not 100%, but some unestimated 
percentage less than this figure. This is 
because many people, for a variety of rea- 
sons, may feel no need for health insur- 
ance protection. While their numbers 
cannot be measured with accuracy, they 
include some of those who otherwise re- 
ceive care without direct cost to them- 
selves (such as dependents of the uni- 
formed services personnel, recipients of 
public assistance and welfare programs, 
those cared for by voluntary agencies, 
veterans, providers of care and their fam- 
ilies, persons who receive care through 
employer or labor union provided clinics, 
members of religious orders, seamen, and 
Indians). In addition are those who, for 
religious or other reasons, do not believe 
in insurance and those who, because of 
their income level or resources, feel they 
do not need insurance protection. It is 
self-evident that the number of these per- 
sons would be sizable and that, therefore, 
something appreciably less than 100% of 
the total of the civilian non-institutional- 
ized population, is the optimum which 
may be expected of voluntary health in- 
surance. 

There is also the opinion that an insur- 
ance program should cover all medical 
care costs, or all costs up to a certain 
amount. The degree to which such costs 
can be covered, depends, of course, upon 
the amount of money made available for 
the purchase of protection. Since funds, 
whether private or public, are never un- 
limited, it is questionable whether com- 
plete protection is or would be affordable 
under any form of insurance mechanism. 
When one examines the various ap- 
proaches, including broad government 
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schemes in other nations, it appears that 
the means for such unlimited coverage 
have not yet been found. This being the 
case, the question then is, what form 
should the limitations take? 

Some advocates of voluntary health in- 
surance maintain that the choice should 
be in favor of paying all of the insured 
costs from the first day of illness, cutting 
off the coverage at the point where con- 
tinuation is no longer affordable or limit- 
ing the coverage to specific services. The 
other school of thought maintains that 
this is not the most efficient use of a given 
number of dollars. They point out that 
the cost of processing small claims is pro- 
portionately excessive and that the in- 
sured person might best assume such 
charges himself. This would save adminis- 
trative costs necessarily inherent in any 
financing mechanism, private or govern- 
mental. This body of opinion maintains 
that it is wiser to spend the insurance 
funds thus saved, for broadened cover- 
ages to include additional forms of med- 
ical care (including physician’s visits, 
drugs, nursing, and care for mental ill- 
nesses), and to extend the coverage 
further into the total costs of the more 
serious and long term illnesses. 

In the main, the former view has been 
held by Blue Cross-Blue Shield plans and 
by prepaid group practice plans, and the 
latter view by the insurance companies. 
In practice, however, both Blue Cross- 
Blue Shield plans and insurance com- 
panies follow both approaches. This has 
the advantage of presenting a choice to 
the public. The more recent tendency, 
however, in the exercise of this choice, 
has been in the direction of the latter ap- 
proach, although the issue by no means 
has been resolved. 


Care for the Indigent and Needy 


With respect to those persons who are 
unable to finance the cost of health care 
for themselves, because of their limited 


or non-existent means, insurance com- 
panies take the view that such persons 
should have assurance that health care 
is available to them when they need and 
seek it. To that end, insurance companies 
support the concept of locally adminis- 
tered public assistance programs, to sup- 
plement the efforts of voluntary agencies, 
for those who need assistance. As a serv- 
ice to the community, the insurance 
companies stand ready to make their 
knowledge and facilities available to as- 
sist in the administration of such pro- 
grams. The public funds available for 
medical care and for the indigent and 
needy should at all times be sufficient to 
guarantee medically adequate care. If 
this were so, much of the present diffi- 
culty in financing hospital and medical 
care would be eliminated and hospital 
deficits would be greatly relieved. 
There perhaps is little divergence with 
respect to this point of view as such. 
However, there are those who are con- 
vinced that such funds will never be ade- 
quate, at least in all parts of the country, 
and that, therefore, a broad compulsory 
governmental program is the only solution 
to the problem. Since this view is based 
upon an hypothesis with respect to the 
future it is hardly a fit topic for debate. 
Meanwhile, the recent tendency has been 
in the direction of increasing the ade- 
quacy of such payments. This has been 
encouraged by the availability of Federal 
funds to the States on a matching basis. 


Equality of Payment 

The majority of hospitals providing 
acute illness facilities, are voluntary non- 
profit institutions depending upon patient 
income as their principal source of oper- 
ating revenue, while otherwise relying on 
public support, through voluntary contri- 
butions. Except for the public support 
and voluntary contributions, the rates 
which they would have to charge patients 
would be higher than those now charged. 








Some Medico-Economic Trends 51 


Such fees come not only from cash pay- 
ing patients, but also from those patients 
who have their care financed directly or 
indirectly by third parties. The hospital's 
operating income, therefore, is largely de- 
termined by the hospital’s pricing pol- 
icies and the relationship between hospital 
costs and charges. 

It is recognized that pricing policies 
are properly the prerogative of the indi- 
vidual hospital, in determining the rela- 
tionship between cost and charges for 
specific accommodations. However, the 
hospital as an institution exists to provide 
service to the public as a whole, with the 
level of charges for such services generally 
determined by the type of accommoda- 
tion used. Since the hospital is a non- 
profit institution, the overall charging 
policy ideally should operate to produce 
sufficient revenue to offset the operating 
cost during a fiscal period. 

In practice there is often a differential 
between established charges to individ- 
ual patients and the amounts paid by 
large-scale contractors, who under certain 
conditions guarantee payment for all their 
clients for the same accommodations. This 
practice, in the opinion of insurance com- 
panies, is inequitable to the public since 
it supports a discriminatory pricing pol- 
icy. This either may ultimately place the 
hospital in an unstable financial position 
or financially penalize the patient who 
pays for his hospital care at the higher 
level of reimbursement. It is the view of 
insurance companies that hospitals are 
entitled to be reimbursed at the same 
rates by all patients who pay for their 
own care, whether they pay themselves 
or through any form of prepayment or 
health insurance protection. They hold 
also that it is in the public interest that 
the hospital charges be based upon sound 
cost accounting principles and that the 
charging policies developed by individual 
hospitals apply uniformly to all patients, 
varying solely by the type of accommo- 


dations used. 

Again, a difference of views exists. Blue 
Cross plans, in the main, have held that 
what amounts to a discount rate for Blue 
Cross subscribers, is warranted by virtue 
of the relationship of Blue Cross to the 
hospitals and their financing, as well as 
by their role in the community. However, 
there is increasing evidence of the con- 
cern of hospitals over the fiscal difficulties 
which this approach produces, principally 
in contributing to the hospital deficit. As 
a result, the tendency has been toward a 
reduction in the amount of such discounts 
and perhaps toward their elimination in 
some instances. 


Free Competition Among Insurers 


Previous reference has been made to 
the heterogeneity of the institution of vol- 
untary health insurance and why this 
exists. Insurance companies are convinced 
of the wisdom of this development. They 
are convinced that monopoly has no place, 
nor should it have a place, in an area of 
such vital public and personal concern 
as modern medical care. Moncpoly, 
whether public or private, tends to be- 
come irresponsive to changing needs and 
demands, to form a fixed pattern, and to 
become complacent. The keen competi- 
tion which exists among insurers of all 
types in this country, has spurred experi- 
mentation to devise new and better bene- 
fits and approaches. It has made volun- 
tary insurers responsive to changing needs 
and to a rapid evolution in the provision 
of medical care. Each learns from the 
progress made by others. Each benefits 
from the mistakes of his competitor. The 
beneficiary of this process is the American 
public. 

Generally there is universal concur- 
rence in this broad principal except, of 
course, on the part of the advocates of a 
broad compulsory government scheme. 
However, when one examines the differ- 
ences in views between the experience 
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method of rating used by the insurance 
companies and the community method of 
rating espoused by many Blue Cross 
adherents, it becomes apparent that the 
latter method inherently demands and re- 
quires a monopoly. In addition, it de- 
mands subsidies in the form of discounted 
hospital charges and tax exemption. 
Hence, there is perhaps not unanimity 
within the institution of voluntary health 
insurance with respect to this principle. 
Since there appears to be an increasing 
shift toward experience rating under Blue 
Cross coverages, it would seem that the 
non-monopoly viewpoint is gaining in ad- 
herents. 


Freedom of Choice 


Insurance companies are fiduciary insti- 
tutions. They are not incorporated to pro- 
vide services. Hence, they do not fight 
fires, bury the dead, care for widows and 
orphans, fight off bank robbers, repair 
damaged property, or care for the sick or 
hurt. The contracts they make with their 
insureds provide for the payment of cer- 
tain sums of money under stipulated con- 
ditions, in the event of the occurrence of 
the loss insured against. Corollary con- 
cerns extend in one direction to the pre- 
vention of the loss insured against and in 
the other, to salvage or rehabilitation after 
the loss has occurred. 

In the area of health insurance, money 
is paid under three basic circumstances: 
(1) death as a result of accident, (2) loss 
of income as a result of sickness or acci- 
dent, and (3) medical care costs resulting 
from sickness or accident. This being the 
case, it is apparent that, within the con- 
fines of the insurance contract, health in- 
surance, as written by insurance com- 
panies, permits complete freedom of 
choice on the part of the covered persons, 
as respects the provision of their medical 
care. Furthermore, it provides non-inter- 
ference with the doctor-patient relation- 
ship. It is the view of insurance companies 


that it is for the insured-patient, in con- 
sultation with his physician, to determine 
the form of care or treatment necessary 
under the circumstances. By this ap- 
proach, maximum flexibility in the pro- 
vision of medical care in relation to med- 
ical need, is made possible. 

Today, it is not rare in certain circles, 
to hear the charge made that the primary 
criticism of voluntary health insurance is 
that it exerts no control over the quality 
of the care provided. It usually is not 
clear whether “voluntary health insur- 
ance” is intended to include insurance 
company coverages or whether it is actu- 
ally directed to plans comprised of or 
organized by the providers of care. More 
important, however, is the lack of precise- 
ness of the words “control over the quality 
of care.” 

As has been stated, it is the virtue of 
the approach inherent in the insurance 
company concept, that there is no inter- 
ference in the provision of care. Naturally 
there are controls whose purpose is to de- 
fine what is intended by the terms of the 
contract and to deter inefficiency or mis- 
use of the benefits. But the concept of 
insurance companies is that essentially 
any determination of the quality of care 
must rest with those professionally com- 
petent by training, tradition, and experi- 
ence to arrive at such determination, and 
with the patient. The Somers’s in their 
recent study of health insurance, referred 
to earlier, have aptly remarked: “The 
most effective safeguard of quality is free- 
dom—the spirit of free inquiry and experi- 
mentation, the freedom to launch new 
methods of practice, new forms of organi- 
zation and financing.” 

There are, of course, those with differ- 
ing views. There are those who maintain 
that better quality of care can be pro- 
vided through group practice than 
through traditional private practice. 
Others feel that the quality of care could 
be improved through a compulsory gov- 
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ernment program. Extremists would seem 
to favor the eradication of private prac- 
tice. Such arguments can be pursued ad 
infinitum, inevitably without resolution. 
The tendency, however, would not ap- 
pear to be in this direction. In the United 
States the decision appears to have been 
in opposition to the government approach, 
although gradual steps in this direction 
continue to be advocated. 

It is of interest to note that the private 
practice of medicine persists in the Soviet 
Union despite official disapprobation and 
that voluntary health insurance has been 
growing steadily in Great Britain despite 
the National Health Service. This shows 
that an increasing number of people want 
a greater degree of freedom of choice. 
While interest in our country continues 
with respect to group practice, its growth 
has not approached that which had been 
anticipated by its adherents and appears 
to be confined principally to specific or- 
ganized groups, as contrasted with the 
public generally. 

However, in any discussion of this ques- 
tion we might pause to take wry notice 
of the story of Asclepius in ancient 
Helenic mythology. Asclepius was a god 
who cured so many people, even raising 
some from the dead, that Pluto, god of 
Hades, complained to Zeus that hardly 
anyone was dying any more. Zeus, who 
was faced with the problem of not know- 
ing what to do with the human race if it 
were not for death, thereupon felt himself 
left with no alternative. He destroyed 
Asclepius with a thunderbolt. 


Some Problems and What Is Being 
Done About Them 


Meanwhile, the evolutionary process 
which has been proceeding in the field of 
medico-economics has presented many 
practical problems of financing to those 
concerned. Hospitals and nursing homes 
are presented with a complex problem of 
meeting the needs of present-day medi- 


cine and of handling deficits. The educa- 
tion of an adequate corps of professional 
and administrative personnel presents its 
problems. The advancement of research 
must be financed by various means. In- 
surers are also faced with their problems. 
Mention of some of these will serve to 
indicate a third area of tendencies in the 
field of medico-economics. 

Today we read and hear a great deal 
on the subject of rising medical costs. 
Some of the basic facts are as follows. 
According to the U.S. Department of 
Labor, the Consumer Price Index (based 
on 1947-1949 prices) for medical care 
rose from 94.9 in 1947 to 138.0 in 1957, 
while the index for all items in C.P.I. 
rose from 95.5 to 120.2. The American 
Hospital Association reports that the aver- 
age cost per patient day in short-term 
general hospitals, rose from $9.36 in 1946 
to $28.17 in 1958. Health Information 
Foundation reports that medical care costs 
have increased 6% a year between 1929 
and 1957. 

At first sight, and standing alone, these 
data appear a source of serious concern; 
and certainly they merit the attention of 
all concerned. They must, however, be 
qualified and evaluated. As a report by 
Health Information Foundation '* recog- 
nizes, on a per capita basis the increase 
in medical care costs has been from $24 
to $89 between 1929 and 1957. However, 
the “real” increase (based on 1947-1949 
prices) was from $32.86 to $64.78. In this 
same period disposable personal income 
rose from $683 per capita to $1812. Hence, 
as the report recognizes, while medical 
costs on a real basis, doubled, disposable 
personal income tripled. 

As Elizabeth Langford has aptly 
pointed out in her analysis made in 1957 *° 
~ 18 Health Information Foundation. “Coasumer 
Spending for Medical Care.” Progress in Health 
Services (December, 1958). 

19 Langford, Elizabeth A. “Medical Care in 


the Consumer Price Index, 1936-56.” Monthly 
Labor Review (September, 1957). 
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“the fact that medical care prices advanced 
relatively slowly during the previous dec- 
ade (1936-1946) is likely to be ignored. 
. . » The movement of medical care prices 
has been similar to that for other services 
combined. . . . [and] when the major 
groups [of consumption items] are ranked 
by the size of the percentage increase from 
1936 to the end of 1956, medical care 
ranks fourth following food, personal care, 
and apparel.” 


Hence, while there has been a distinct 
trend towards increased costs of medical 
care, other consumer costs have increased 
at a greater rate. However, the propor- 
tion of disposable personal income de- 
voted to medical care has been rising since 
World War II. 

There is often a tendency to overlook 
the many entirely understandable reasons 
which lie behind the actual rise in medical 
care costs. In the field of hospital care, 
wages for hospital workers have, of neces- 
sity, been adjusted to a more adequate 
level. Working hours also have been 
brought more in line with the work day 
of other workers.2° Today there is need 
for an increased number of employees 
per patient. All the costs of hospital 
operation, including food and equipment, 
have naturally felt the impact of the rise 
in living costs. The modern hospital re- 
quires much more expensive equipment 
than formerly. And there is today a 
greatly increased use of private and semi- 
private accommodations. 

With respect to physicians and dentists, 
they, too, have felt the impact of rising 
living costs and of the costs of equipment. 
Modern practice requires much more 
physical equipment and often more spe- 
cialized para-medical personnel. The in- 
creasing specialization by physicians also 
has its understandable effect on costs. 
Drugs, too, have increased in diversifica- 
tion and the “miracle” drugs of today, 
and the research which lies behind them, 
are expensive to produce. 


2 Pollack, op. cit. 


In addition to these basics, there has 
been more public demand for medical 
care and treatment than was formerly the 
case. This may be accounted for in many 
ways. Increased and warranted public 
confidence unquestionably plays a role, as 
the quality of health care continues to 
make rapid advances. Significant also is 
the constantly rising standard of living. 
The changes in our ways of living mean 
that medical care in the home is at times 
impossible and at other times undesir- 
able. Increased health consciousness must 
be a further and important contributing 
factor. Other significant factors are the 
increase in our population, our high ma- 
ternity rate in recent years, the very high 
incidence of births taking place in hos- 
pitals, under expert supervision, today 
(97% today compared to 37% in 1935), the 
increasing number and proportion of aged 
people in our population, and the increas- 
ing incidence of chronic illness.” 

A final factor in increased medical costs 
is the presence of voluntary health insur- 
ance. This can operate in several ways. 
In the first place, the net cost of the insur- 
ance is often recorded as part of “medical 
costs” in computing the personal expendi- 
tures for medical care. Secondly, the 
presence of insurance can encourage the 
bringing about of needed medical care. 
Thirdlv, insurance can have an inflation- 
ary influence on medical costs.24 One ob- 
vious way in which this has happened is 
the trend in the reduction in the amount 
of hospital ward care and the increase in 
private and semi-private care. 

There is some speculation as to whether, 
assuming no increase in the general cost of 
living, the level of medical costs will tend 
to stabilize. Some argument can be made 
for this hypothesis in that many of the 
factors which have contributed to the rise 
in the past decade, have now produced 
their major impact and should tend to fol- 
low the general cost of living index in the 


21 Somers, op. cit. 
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future. However, there are other factors 
which will probably continue an upward 
influence on the cost of care for some 
time to come. From the standpoint of 
the impact of rising costs upon the indi- 
vidual, this should be balanced by the 
increases in disposable personal incomes 
which have been forecast. 

A consequence of the increases in medi- 
cal care costs necessarily requires that 
insurance companies and other insurers 
seek higher premiums from their policy- 
holders. There are those who speculate 
that voluntary health insurance will price 
itself out of the market and that a govern- 
ment scheme will have to be substituted. 
However, a recent study made by Elmo 
Roper for the Hospital Council of New 
York concludes that voluntary health in- 
surance has a long way to go before it 
prices itself out of the market. Nonethe- 
less, this, in turn, causes questions to be 
raised by employers who pay so much 
of the cost of health insurance benefits, 
by labor unions through whose efforts so 
many of these plans are negotiated, and 
by others. 

Suggestions are made that steps be 
taken to control plan operations in one 
way or another to prevent costs from ris- 
ing or otherwise to eliminate the payment 
of unnecessary or excessive claims. The 
inference is sometimes drawn that if such 
measures to control costs are properly 
taken, costs can be stabilized. The situa- 
tion is by no means so simple. Among 
other things, the complex of factors enter- 
ing into the rise in the costs of medical 
care are not too readily measurable.?* 


Obviously, there are areas where meas- 
ures to control costs must be considered. 
Among these is the inefficient use of facili- 
ties. This includes poor scheduling of 
hospital admissions and discharges, so 
that beds remain idle unnecessarily long. 

22 Miller, Morton D. “The Rise in Medical 


Care Plan Costs.” The Journal of Commerce, 
New York, June 17, 1958. 


It includes the duplication of equipment 
that may be readily available elsewhere 
on a sharing or cooperative basis. Such 
situations call for constructive planning 
for efficient operation of the health pro- 
fessions.”* Progress can be made by care- 
ful examination of hospital admission 
practices, in order to discern the degree 
of very short stay cases which may not 
have been medically necessary and to 
determine the degree to which hospital 
stays may be longer than necessary. Much 
more information is needed in this area. 
The study under way in Massachusetts 
by the Health Information Foundation, 
and other similarly intended studies, 
should prove extremely helpful in evalu- 
ating this aspect of medical care costs. 
Meanwhile, pilot programs presently un- 
der consideration, can serve to furnish 
empiric data which may prove of value. 

Some developments which should prove 
helpful are the many explorations in the 
use of ambulatory hospital care, nursing 
pools in hospitals, the joint purchase of 
drugs and supplies by hospitals, greater 
use of hospital out-patient facilities, a 
wiser use of nursing homes, and of the 
various forms of home care, including 
visiting nurses, practical nurses, home- 
makers, and the all-inclusive organized 
home care programs. With greater avail- 
ability of such facilities, and their accept- 
ance by physicians and the public, the 
costs of medical care might alter appreci- 
ably. From an insurance standpoint this 
would probably not result in reduced 
costs, but rather, it could mean a more 
efficient use of the premium dollar, parti- 
cularly for the longer and more costly 
disabilities. 

There is wisdom in the words of Dr. 
James Dixon ** when he says that 


“it is doubtful if any program for the as- 


23 Tbid. 

** Dixon, James P. “Financing Medical Care 
for the Aged—The Hospital's Viewpoint.” Amer- 
ican Journal of Public Health, Vol. 49, No. 2 
(February, 1959). 
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surance of hospital services for older peo- 
ple can be ultimately successful without 
taking into consideration the fact that care 
in nursing homes and similar type institu- 
tions must at the same time be equally 
available to the older person.” 
When consideration is given to the sev- 
eral methods employed by insurers today 
in rapidly extending coverage to older 
people,®> the importance of what Dr. 
Dixon has said becomes apparent. It is 
fortunate that there are some worthy ex- 
periments going on in these areas. In most 
instances however, these are not yet gen- 
eral enough, or of such proportions, that 
they might be looked upon as indicating 
a trend. 

Meanwhile insurers need to know a 
great deal more about the effects of dupli- 
cated insurance coverage, where this re- 
sults in overinsurance, and the effects 
this has on medical and insurance costs. 
Duplicate coverage can come from the 
coverage of both spouses at their respec- 
tive places of employment. It can come 
from the purchase of more than one form 
of coverage or plan. When it results in 
overinsurance, it produces an uneconomic 
use of insurance dollars. This subject is 
presently under careful study by insurers 
and has received splendid cooperation 
from the hospitals in several cities. The 
future might very well witness a tendency 
toward the diminution of this problem, as 
the design of coverages lessens the need 
for duplicate protection and as insurers 
learn how best to cope with the problem 
on an equitable basis. 

*5Follmann, J. F., Jr. “Financing Medical 
Care for the Aged—A Voluntary Health Insur- 
ance Viewpoint.” American Journal of Public 
Health, Vol. 49, 2 (February, 1959). 

Health Insurance for the Aged.” Journal of 
the American Medical Association, Vol. 170, 
June 6, 1959. 

“Financing Health Care for the Aged—The 
Role of Voluntary Health Insurance.” Statement 
before the Subcommittee on Problems of Aging 
and the Aged, U.S. Senate, June 18, 1959. 

“A Challenge to Industry and Insurance.” 


American Management Association. Insurance 
Journal, December, 1959. 


Another area for exploration includes 
the excessive provision of services because 
insurance is available to pay for them. 
Closely related is the practice of charging 
more for a given service simply because 
insurance is present. In many instances 
these practices may be explained by the 
lack of understanding of the nature of 
health insurance on the part of some mem- 
bers of the medical profession. Again it 
may be failure to realize their obligation 
to cooperate in making it work effectively 
in the interests of the public as well as 
themselves. Insurance company claim de- 
partments are on the lookout for these 
situations and deal with them as appro- 
priate in the individual circumstances.”* 

The medical professions are increas- 
ingly aware of these problems and are 
devoting more and more time to them. 
Physician review committees are avail- 
able in practically all areas to help adjudi- 
cate particular situations that are referred 
to them. Therefore, a trend toward im- 
provement in this area might be expected. 

The insurance companies have long 
been aware that the success or failure of 
voluntary insurance will, in the end, de- 
pend mainly upon the sympathetic con- 
sideration of the medical professions. In 
1946, they formed the Health Insurance 
Council to seek the cooperation of the 
providers of care. A great deal has been 
accomplished and recently state and local 
committees have been established to reach 
hospitals and doctors at the local level.?® 

Insurance companies also are aware 
that it is their responsibility to design 
their coverages in such manner that un- 
necessary use of more expensive medical 
care than is necessary will be avoided 
and that the most efficient use may be 
made of a given insurance premium dol- 
lar. The effort constantly must be to make 
plan operations as effective as possible 
and there has been a decided movement 
in this direction. Dr. Frank C. Vogt, writ- 


6 Miller, op. cit. 
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ing in the Group Practice Journal 2" has 
summed up the subject thus: 


“The major medical plans [of the insur- 
ance companies] which have appeared in 
recent years go far toward a workable 
solution to this many faceted problem. By 
covering major illness only, and avoiding 
any attempt to insure against the minor, 
day-to-day medical expenses which can be 
borne much more economically by the pa- 
tient than by insurance, a return has been 
made to employing insurance in its most 
efficient area. . . . No restriction is placed 
on where the service is rendered; it may 
be in the doctor's office or in a hospital.” 


Conclusion 


One of the most intriguing and chal- 
lenging of the problems which faces 
American society today is that of the pro- 
vision and the financing of hospital and 
medical care. The development of this 
problem has resulted from many simul- 
taneous and interacting stimuli: the tre- 
mendous advances in the provision of 
medical care, the growth and increased 
availability of medical care facilities, the 
increased public demand for medical care 
resulting from many factors, an increas- 
ingly high rate of income taxation, a high 
degree of mortgaged indebtedness, vast 
socio-economic changes in our society, 
and the development and rapid growth 
of voluntary health insurance. 

The consequences of these combined 
developments are several. Revised social 
concepts with respect to medical care 
have come into being, many of these being 
unique to human existence, emerging on 
the sociological horizon for the first time. 
Good medical care is now considered by 
many to be the right of every United 
States citizen. With the development of 
health and welfare funds and broadened 
concepts of collective bargaining, the sub- 
ject of medical care has become one of the 
major interests of organized labor. Today 
the costs of medical care are considered a 
partial responsibility of employers, al- 
“Wet aa ee. 


though many had long since recognized 
the importance of assisting their em- 
ployees in this respect. The nature of the 
acute illness general hospital has experi- 
enced severe change. No longer an insti- 
tution for the care of the poor, it is, 
today, a highly technically skilled place 
of care, increasingly expensive to operate. 
Ward care has been rapidly diminishing. 

Meanwhile, there is demand for a con- 
sumer voice in the provision of care and 
its financing, demand for improved qual- 
ity of care, experimentation with various 
forms of group practice and clinic care, 
the development of medical care facilities 
operated by labor unions, and a welter of 
considerations and developments by the 
Federal government concerned with the 
provision of medical care, means for its 
financing, construction of medical care 
facilities, training of medical care profes- 
sional personnel, and research. 

Cognizance of the problem presented 
is largely the result of the active interest 
of a great many segments of our society, 
including the providers of care, organized 
labor, employers, universities, founda- 
tions, government, and insurers. A multi- 
tude of studies has been made and opin- 
ions expressed on various aspects of the 
subject. The result of these, however, 
while serving importantly to impel devel- 
opments and progress and to stimulate 
further thinking, often has been a con- 
fusion of opinions and counter-opinions, 
of charges and counter-charges, and of 
conclusions and evaluations drawn in- 
evitably and of necessity, from partial 
and incomplete information. Differing 
points of view are strongly, sometimes 
stubbornly, adhered to. Emotions often 
run high. Partisanship and loyalties to 
viewpoints or approaches are staunch and 
vigorous. In fact, that which at times 
appears to be absent from the panorama 
is objective discussion. 

To say this is not to assume a cynical 
view. Actually the subject is one which 
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is rife with vitality and excitement. A 
great deal has been learned about it in 
the last decade. Unforeseen progress has 
been made and more will be made. Wis- 
dom might be gained, however, by obser- 
vation of the position taken by Pope John 
XXIII when he stated recently, “I do not 
want to force solutions. I only want who- 
ever thinks differently than I do to have 
the possibility of convincing himself of 
the good intention behind my proposi- 
tion.” 78 

Meanwhile, in any consideration of the 
subject, it is important above all else to 
bear in mind that both medical care and 
the methods by which it is financed have 
been, and will be, engaged in a rapid and 
complex interrelated evolutionary process. 
The result is that data, methods, and con- 
clusions rapidly become outmoded; that 
information is always, of necessity, in- 
complete, lagging behind the processes 
which go surging ahead; and that evalua- 
tions are not only inconclusive, but ex- 
tremely temporal. The fact is that, while 


we are gradually finding our way, the 
field of endeavor often called medico- 
economics is still infinitely much more an 
art than a matter of scientific disciplines. 
This then, argues that emotional reactions 
must be tempered, that prejudiced opin- 
ions must be prepared to be flexible and 
adjustable in the light of new findings, 
that patience must be employed despite a 
marked straining toward impatience, that 
objectively purposed knowledge must be 
diligently sought, and that above all the 
arbitrary freezing of a pattern, by what- 
ever means, which would cut short much 
of the progress that is clearly before us, 
should be avoided like the plague. The 
admonition of St. Augustine might well 
be heeded: 


Melius est dubitare de ocultis, quam 


litigare de incertis. 


Better to doubt what is obscure than 
dispute about things uncertain. 


*8 Saturday Review, June 5, 1959. 
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This report relates to an Association 
project, the improvement of Census insur- 
ance statistics, which was undertaken at 
the direction of the Executive Committee 
this past year. It summarizes the research 
and action program of the special com- 
mittee created for that purpose and indi- 
cates something concerning the work yet 
to be accomplished by succeeding com- 
mittees. 


The Problem—Census Data 


The decennial census of population is 
a primary and widely used source of sta- 
tistical information concerning the United 
States. Ordinarily, it is used as a basic 
source, for those purposes for which it is 
suitable, for the entire decade between 
censuses. Thus it provides benchmarks for 
the many estimated data series prepared 
by active sources, on the basis of sam- 
pling. It is the only total enumeration of 
the American population and its character- 
istics, and in many areas there is no alter- 
native source of such information. 

There are numerous uses to which the 
data of the Census can be put. In the in- 
surance field, for example, the uses range 
from market studies to details concerning 
the characteristics of the industry itself. 
Some specific examples are: 

(1) Determination of the magnitude of 

1 This Committee Report was prepared by Co- 
Chairmen Theodore Bakerman and John F. Ad- 
ams and was approved by the membership for 
presentation to the Association. The full com- 
mittee roster is printed in the Association Business 
section. William Alrich presented the summary 
report as a part of the Research Program at the 
Annual Meeting. 


the group potentially eligible for insur- 
ance education. 

(2) Determination of the different sorts 
of insurance education applicable to the 
several parts of the potentially eligible 
group. 

(3) Determination of the insurance in- 
dustry structure. 

(4) Determination of the occupational 
structure of the insurance industry for 
comparison with that of a specific com- 
pany. 

(5) An indication of possible areas 
where cost reductions could be accom- 
plished through both market and industry 
analyses. 

(6) An indication of possible employ- 
ment opportunities in the industry to 
which teachers of insurance and others 
interested in vocational guidance could 
direct personnel. 


In the field of insurance, the effective 
use of census of population data has been 
limited by the classification techniques 
used and the resultant detail available, as 
evidenced by the Census of 1950. For ex- 
ample, there is just one large industry 
class, the insurance industry, with no sep- 
aration into component parts. On a two- 
digit basis, the utility of data would have 
been enhanced greatly had it been classi- 
fied into divisions, showing the insurance 
carrier industry, on the one hand, and the 
agents, brokers and service industry, on 
the other. Further detail from sub-classes 
might have shown carriers of life insur- 
ance; health insurance; fire, marine, and 
casualty insurance; title insurance; and in- 


( 59 ) 
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surance carriers, not elsewhere classified. 

The utility of the occupational details 
available is limited, for the same reason, 
in that it is impossible to separate field 
and home office personnel accurately. For 
example, managers, officials and proprie- 
tors of agencies, who are classified merely 
as managers, officials and proprietors in 
the insurance industry, cannot be distin- 
guished from their home office or com- 
pany counterparts. 


Creation of AAUTI Committee 


Recognizing these limitations and the 
further facts that the 1960 Census was 
imminent and that the resultant data prob- 
ably will constitute the only primary 
count source for the next decade, it was 
thought advisable that an attempt be 
made to bring these limitations and their 
implications to the attention of the United 
States Census Bureau. At the same time 
there could be made some suggestions for 
remedy which would make the data more 
useful to the insurance industry and to 
insurance educators, as well as others. 
Therefore, the Executive Committee of 
AAUTI authorized the President to ap- 
point a Census Committee “to undertake 
the task of reviewing the problems in re- 
lation to insurance associated with the 
1960 Census of Population and to attempt 
to work for their satisfactory solution.” 


Committee Action 


The initial meeting of the Committee 
took place during the morning of January 
16, 1959, at the offices of LUTC in Wash- 
ington, D.C. At this meeting, the Com- 
mittee discussed its charge and decided 
upon an approach to the problem at hand. 
During the afternoon, the Committee as 
a whole met with Mr. Howard Brunsman, 
Chief of the Population and Housing Cen- 
sus, at his office, in Suitland, Maryland. 
At this meeting, the broad aims of AAUTI 
in appointing the Committee, were pre- 
sented. Likewise the operational problems 


encountered by the Bureau of the Census 
in obtaining and classifying data were 
explored tentatively. 

The next meeting of the Committee was 
held in the offices of the Institute of Life 
Insurance in New York on February 13. 
Further meetings of the Committee were 
held in Washington on April 13 and June 
5. In the April meeting, the Committee 
met with Census Bureau personnel at 
Suitland, Maryland, for further discussion 
of the problems and the ways in which the 
Committee could be of greatest service to 
the Bureau in dealing with them. Between 
the formal meetings, a considerable 
amount of the work of the Committee was 
carried on by correspondence among the 
members and with the representatives of 
the Bureau of the Census. 

To put the entire matter in broad per- 
spective, it must be realized that the Com- 
mittee was organized after much of the 
preparatory work of the Census Bureau 
had been completed for the 1960 enumer- 
ation. Preparations for the 1960 Census of 
Population were begun soon after the 
1950 tabulations were completed. At the 
beginning of 1959, most of the changes 
which were to be made were at a very 
advanced stage in planning. Both the 
Committee and the Bureau were, there- 
fore, under severe time handicaps, in deal- 
ing with questions of detail in classifica- 
tion change. Although it was not possible 
to achieve all of the objectives of the Com- 
mittee for the 1960 census, much progress 
was made in the area of occupational 
classification. It can be estimated that the 
efforts of the group have increased the 
likelihood that additional changes will be 


made for future censuses. 


Industry Classifications 

The early discussions between person- 
nel of the Committee and the Census Bu- 
reau made it evident that it would be 
extremely difficult to obtain for the 1960 
census, a change resulting in the subdivi- 
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sion of the insurance industry into its 
component parts. Under these circum- 
stances, the Committee decided to suggest 
the simplest division possible. This was 
division of the industry into its two-digit 
components: insurance carriers (SIC 63); 
and, insurance agents, brokers and serv- 
ices (SIC 64). The Committee was unani- 
mous in this suggestion, although there 
was disagreement on tactical, rather than 
substantive grounds, by one member. 

Subsequently, the suggestion of the 
AAUTI Census Committee was referred 
by the Bureau of the Census to the Inter- 
agency Occupational Classification Com- 
mittee, which passes upon such matters. 
Here, the request was considered and 
voted upon in the negative. According to 
the Secretary of the Committee: 


“Because the Standard Industrial Classifi- 
cation is most appropriately designed for 
reports from employers, it is not unusual 
for the committee to recommend the same 
kinds of distinctions for data collected in the 
Population Census. When it appears that 
the reports which the Census Bureau re- 
ceives will not permit valid distinctions be- 
tween two desired categories, it is incum- 
bent upon the committee to decline the 
request. Scrutiny of a sample of over 700 
schedule returns of insurance people from 
the 1950 Census of Population indicated 
that over half were reported as merely “in- 
surance company” in the industry section 
of the schedule. Accordingly, the members 
of the committee felt that their course of 
action was clearly indicated.” 


Replies of respondents frequently lack 
precision. However, the replies that are 
accepted and recorded, depend in part on 
the instructions that are given to the enu- 
merators. Insofar as the industrial classi- 
fication of the 1950 Census of Population 
was concerned, a response which indicated 
that a person was in the insurance in- 
dustry, rather than one which gave a more 
detailed breakdown, was sufficient for 
purposes of the classification used in that 
Census of Population. Since that was the 
case, the use of this evidence as a basis 


for concluding that no better industrial 
classification could be achieved, seemed 
to the Committee to be a somewhat spe- 
cious justification. Unfortunately, the test 
areas selected for the 1960 Census of 
Population were rural counties, so that no 
meaningful collection of responses on the 
insurance industry were obtainable for 
comparison. 

The Committee recognized, as noted 
above, that the responses that enumerat- 
ors record are, in part, determined by the 
instructions given to them. Thus, this 
Committee made recommendations for 
revisions of the Enumerator’s Manual. 
These recommendations were designed 
for the purpose of minimizing both indus- 
trial and occupational ambiguity, with a 
view to enhancing their usefulness for a 
breakdown of the insurance industry into 
its two-digit components, i.e., insurance 
carriers and insurance agents, brokers and 
services. Here, the lateness of the date 
when the suggestions were made, seems 
to have been the primary factor in their 
rejection. Other factors bearing on this 
were: (1) the 1960 Census is to be con- 
ducted largely by self-enumeration with 
subsequent checks by enumerators, and 
(2) efforts were being directed toward 
reducing rather than increasing the size 
of the Manual in order to increase its 
utility. 

In retrospect, it may be said that the 
rejection of the suggestions for the Enu- 
merator’s Manual does give added weight 
to justifying the rejection of the industrial 
breakdown by the Interagency Occupa- 
tional Classification Committee. Inade- 
quate instructions to enumerators would 
be likely to affect seriously the accuracy 
of results. Similarly, the self-enumeration 
process probably would require that more 
specific questions be incorporated into the 
questionnaire. This would have necessi- 
tated additional pretesting and develop- 
mental work, for which there was no time. 
In addition, it also would have required 
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some rethinking of the philosophy of the 
Census, since additional detail for one 
industry could not be incorporated with- 
out raising questions about all others. 


Occupational Classifications 

Although the Committee had discussed, 
at one of its first meetings, the question of 
occupational as well as industrial classifi- 
cation, the pressure of time was not as 
great for this as it was for the industry 
classification and the Enumerator’s Man- 
ual. Therefore, the final formulation of 
recommendations on occupational classi- 
fication awaited the completion of these 
other phases. 

The process of classifying occupations 
for all industries is, literally, an enormous 
one, and the Bureau of the Census con- 
sistently attempts to update and improve 
terminology in this field. Continuing dy- 
namic development of industry makes for 
new occupations at the same time that 
old occupations pass from the scene. The 
job is, therefore, a never-ending one. De- 
spite the excellent results that are achieved 
by the Bureau, it is hampered by the fact 
that it can allocate only a limited number 
of persons to this task. Moreover, there 
are so many different industries that the 
Bureau of the Census could not possibly 
be expected to have experts in occupa- 
tional classification in all of them. 

For listing occupational titles for Census 
of Population purposes, understanding of 
two sorts of designations is necessary. 
Knowledge of actual occupations in the 
insurance industry and their correct desig- 
nation is needed, and these should be 
included in the listings. In addition, the 
popular designations of occupations must 
also be listed, even though this terminol- 
ogy may be neither correct nor desirable. 
Inasmuch as much of the information 
contained in the Censuses of Population 
has been obtained from housewives who 
were at home when the enumerator called, 
the nomenclature which they used in de- 
scribing their husbands’ occupations is 


that which has been recorded. This has 
even greater significance where the re- 
spondent is solely responsible for filling 
in the answers concerning himself, which 
will be the case for part of the 1960 Census 
of Population. 

The Committee made detailed recom- 
mendations for a number of occupational 
groups, starting with the Classified Index 
of Occupations for the 1950 Census of 
Population and utilizing the preliminary 
work of the Bureau of the Census for 
1960 as a basis for consideration. The 
recommendations for change are detailed 
in Table 1, together with the action of 
the Bureau thereon. 

Although complete analysis of all sug- 
gestions will not be attempted here, men- 
tion will be made of some of the more 
important points. 

Perhaps the most important suggestions 
lie in the recommended treatment of man- 
agers, proprietors and officials of agencies 
and brokerages. This Committee felt 
strongly that such persons properly should 
be classified in the agents, brokers, and 
underwriters group, and made a number 
of designations in both of these occupa- 
tional classes to bring about the desired 
end. Another area where there was an 
apparent gap in the insurance agents, 
brokers, and underwriters class was in the 
fields of health insurance, group insurance 
and pensions. Appropriate titles were 
devised to correct this. 

in the 1950 Census of Population, a 
“real-estate and insurance man” was classi- 
fied in real estate agents and brokers. 
Although there appears to be as good a 
reason for classifying such a person in the 
insurance agents, brokers, and underwrit- 
ers group, the question of whether he 
really belongs in one or the other is not 
really determinable. The solution for a 
distribution of this classification is given 
in the suggested inclusion of “insurance 
and real-estate man” in the insurance 
agents, brokers and underwriters occupa- 
tion. Thus, the order in which the re- 
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TaBLe 1 


Summary or AAUTI Committee RECOMMENDATIONS TO THE CENSUS BUREAU ON 
OccuUPATIONAL CLASSIFICATION AND CENSUS BuREAU ACTIONS ON THE RECOMMENDATIONS 


Census Bureau Action 





Committee 
R dations Code and Occupation 
099 Professional, technical and 
kindred workers (n.e.c.) 
Add Account executive (group insurance)—736. . . 
Add BU I ws 0 cce eee c vee be eaens 
240 Manager, officials, and proprietors (n.e.c.) 
Change Bppnnscns = executive” to “Account executive— 
lg AB hla DN Sa ae al Gl 
Change “Bail bondsman” to ‘Bail bondsman— 
ili is AR Sek aie he thea ot 
Change “Bondsman” to ““‘Bondsman—except 736”... . 
Add Broker—exce’ t 736 ERs Wn bie dddn a 4 Sake 8 hd Wh Goin 
Change “Director—7. to “Director—insurance 
company (736)’’ Include “‘Director-agency 
or brokerage—736” in 450.............. 
Add General agent—except Serre ae 
Change —, analyst” to “Loan analyst—except 
Include “Loan analyst—736” in 099 
Add Manager—actuarial department—736....... 
Add Manage’ up department—736......... 
Add Manager— department—736.......... 
Add Manager—investment de ment—736..... 
Add M r—insurance production or sales—736 
Add Official—insurance company............... 
Add Proprietor—except 736.................... 
Include proprietor—736 in 450 
Add Research director—736.................... 
Add Sales manager—736....................... 
800 Agent (n.e.c.) 
Add Compensation agent—except 736 
Include compensation agent (insurance)— 
PENG < Folin ance kvteaecahie et Jeet 
Add Compensation expert—except 736.......... 
Include compensation expert—736 in 450 
Add Pension agents—except 736................ 
Include pension agents—736 in 450 
450 Insurance agents, brokers and underwriters 
Delete De Ne ee 
Delete So ek ota 5s entkee Penns 
Delete NR sit brcc'da.0% bia wa o's a cha neaa'e vin 
Add Accident, health, sickness insurance nt’... 
Add Accident, health, sickness insurance t 
Add Accident, health, sickness insurance 
TS ei eds racc a Can seaerhnie ss 
Add Agency manager—736.......... 2.6... ..05: 
Add Bail bondsman—736. ......... 6... 6.6.0 0s 
Add Branch office manager—736.............. 
Add Casualty insurance agent.................. 
Add SS IE OTe 
Add Director—insurance agency or brokerage. . . . 
Add OE Oe aS aa 
Add General agent—life insurance. ............. 
Add General agent—except life insurance—736. . . 
Add Group insurance agent.................... 
Add Group insurance re} pantive ce ania cake 
Add Group insurance salesman. ................ 
Add Insurance and real ron ney Sa 
Add Marine insurance agent. .................. 
Add Official—insurance agency or brokerage. . . . . 
Add Pension agent... . 6... 6... e eee cece eens 
Add I SS ae aics 
Add FORO TET 
os Noches SRST ORES PORE 
prietor—insurance agency or brokerage. 
Add Sales representative—736. ........ 6... ..55. 
Add Special agent—life insurance............... 
Add Special agent—except life insurance—736.... 


‘Sickness was omitted. 
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spondent states his occupations would de- 
termine whether he would be placed in 
one occupational category or another. 

Eliminating the recommendations which 
can be counted as duplications (deleted 
in one occupational classification and 
added in another ), out of 44 recommenda- 
tions, the Bureau of the Census accepted 
30. Four of these thirty were accepted 
with a slight modification. 

Although it can be said that consider- 
able progress was made by the Committee 
in the field of occupational classification, 
some of the present actions probably 
should not be accepted for all time. Thus, 
for example, the failure of the Bureau of 
the Census to accept the occupational des- 
ignation of “Proprietor-insurance agency 
or brokerage” in the insurance agents, 
brokers and underwriters occupational 
group, leaves the door open to their place- 
ment in the class of managers, officials, and 
proprietors in the insurance industry. Al- 
though either designation may be tech- 
nically accurate, their classification as 
agents, brokers, and underwriters is much 
more in accord with industry usage. 
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vice and counsel in dealing with certain 
of the technical matters before the Com- 
mittee. Mrs. Virginia Holran graciously 
provided quarters for the Committee 
meeting at the Institute of Life Insurance 
in New York. 


Recommendations 


In completing its present assignment, 
the Committee recommends that a per- 
manent Committee on Statistical Sources 
for the Insurance Industry be created to 
the end of maximizing the usefulness of 
available statistics by providing continu- 
ing attention to the data available and 
the problems of concept, development and 
presentation and of serving the sources 
with technical advice and assistance 
wherever possible.? It also recommends 
that future work in this field be undertaken 
with foresight, so that sufficient time may 
be allocated to solutions by all parties 
concerned. 


? The Executive Committee of AAUTI took this 


action following the report of the Committee 
Chairman at its June 1959 meeting. 








RISING MEDICAL CARE COSTS WITH SPECIAL 
REFERENCE TO HOSPITAL EXPENSES 


WiLL1AM H. WANDEL 


Nationwide Insurance Companies 


The rapidly rising cost of medical care 
is a major domestic issue in this country. 
Weekly, if not daily, statements on the 
cost of medical care issue from top gov- 
ernment, industry, labor and professional 
people. Hardly a week passes that a 
major national publication does not “ex- 
pose” a new facet of the problem. 


Increasing Expenditures 


In 1958, the American people made 
personal expenditures of about $16.4 bil- 
lion for health and medical services.' Per- 
sonal consumption spending for medical 
care rose 140 per cent between 1947 and 
1958, from $6.8 billion to $61.4 billion.? 
Private spending for medical care rose 
from 4.1 per cent of total personal con- 
sumption expenditures in 1947 to 5.5 per 
cent in 1958. Of the total spent for medical 
care in 1958, 31.1 per cent was for hospital 
services, 26.2 per cent for physicians’ serv- 
ices, 26.6 per cent for medicines and 
appliances, 10.2 per cent for dentists’ serv- 
ices. 

There are a number of reasons for 
singling out hospital costs for special at- 
tention. Some of these are: 


(1) Hospital costs are the largest com- 
ponent of medical care costs. This has not 


1U.S. Department of Health, Education and 
Welfare, Social Security Administration, Division 
of Program Research. Research and Statistics 
Note No. 33 (November 23, 1959). 

2U.S. Department of Commerce, U.S. Income 
and Output, Supplement to Survey of Current 
Business, 1958. Also, Survey of Current Business 
(July 1959), Tables II-4. 


always been true. Ten years ago, physi- 
cians’ services led by a substantial margin, 
but since then, the proportion of the total 
spent for physicians’ services has gone 
down 18 per cent while that for hospitals 
has gone up 23 per cent. This change in 
relationship emphasizes the increasingly 
central role of hospitals in supplying medi- 
cal care. 

(2) According to the Consumer's Price 
Index, the rise in hospital room rates has 
far outstripped rises in other medical care 
components. The index for hospital room 
rates in the first quarter of 1959 stood at 
205.3, for all physicians’ services it was 
140.3, for dentists’ fees, 133.4, and for pre- 
scription and drugs, 121.5. 

(3) Prepayment through insurance is 
most important with respect to hospital 
costs. In 1958, the proportion of private 
expenditures for hospital services ac- 
counted for by insurance was 54.4 per 
cent. This was more than double what it 
was 10 years earlier. The proportion of the 
cost of physicians’ services met by insur- 
ance was 32.1 per cent. 

(4) There is some indication*® that in- 
sured persons utilize hospital beds more 
than uninsured persons—100 hospital days 
per 100 insured persons to 70 per 100 
uninsured persons. 


The predominant type of hospital, sup- 
plying medical care to the general public, 
is the non-Federal, short-term, general hos- 

3 Odin W. Anderson, Family Medical Costs and 


Voluntary Insurance: A Nationwide Survey (Mc- 
Graw-Hill, 1956}, p. 63. 
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pital. In 1958 there were 5,290 hospitals 
in this category, with 610,000 beds. They 
are valued at about $9.5 billion and em- 
ploy nearly 1 million persons—a sizeable 
industry. Why is more and more being 
spent for the services of these institutions? 


Reasons 


(1) Increasing Demand for Services. 
Admission rates to general hospitals in the 
U. S. increased from 56.7 per 1,000 popu- 
lation in 1928-43 (Collins surveys) to 99.4 
in 1957-58 (NHS), or by 75 per cent.* 
Partially counterbalancing the general in- 
crease in admission rates, the average 
length of stay per admission decreased by 
about one-third, from 12.6 to 8.6 days. 
The net effect of the increase in admission 
rates and the decrease in length of stay 
has been to increase annual patient-days 
per 1,000 population from 712 to 851, or 
20 per cent. The largest share of hospital 
days, about one-eighth, is accounted for 
by deliveries. In 1957, 95.7 per cent of 
registered births were attended by a phy- 
sician in a hospital; in 1935 this figure 
was less than 20 per cent. 

It is particularly significant that the pro- 
portion of admissions where surgery was 
performed, has declined over the years 
since 1928-43. This is not because the rate 
of surgery has declined, but because the 
admissions not involving surgery have in- 
creased relatively faster. The decline from 
1928-43 to 1957-58 was from 69 to 50 per 
cent of all admissions (excluding deliv- 
eries ). 

(2) Rising Costs. Expense per patient 
day, for non-federal, short-term hospitals 
went up from $9.39 in 1946 to $28.17 in 
1958.5 Payroll expenses are the major 
hospital operating expense, accounting for 


5 “Hospitals: Guide Issue,” Journal American 
Hospital Association, Vol. 33, pt. 2 (August 1, 
1959), Table 1, p. 384. 

* Health Information Foundation, “Trends in 


Use of General Hospitals,” Progress: in Health 
Services, Vol. VIII, No. 8 (October 1959). 


60-65 per cent of the total costs. Payroll 
costs are the combined effect of the num- 
ber on the payroll and the rate of renumer- 
ation. The number of hospital personnel 
per 100 patients in non-federal, short- 
term general hospitals, rose from 148 in 
1946 to 218 in 1958. ing the period 
that the total personnel in these volun- 
tary short-term hospitals went up nearly 
100 per cent, the number per 100 patients 
went up about 47 per cent. The increase 
was not consistent from year to year be- 
cause of fluctuations in the patient load. 
But in the first and last six-year periods 
of the 1946-1958 span, and for the total 
span, the annual rate of increase in hos- 
pital personnel per 100 patients was about 
3.5 per cent. 

Thus the trend in the use of increased 
numbers of personnel, in terms of work 
load as well as absolutely, seems evident 
and persistent. Nor is there much hope 
that hospital operations can benefit ma- 
terially from labor-saving devices, al- 
though there are doubtless some possibili- 
ties latent in improved hospital service 
equipment and design. The new and ex- 
pensive medical equipment, which hos- 
pitals must acquire in order to keep pace 
with the advance of medical science, usu- 
ally must be accompanied by additional, 
rather than fewer, trained personnel. It is 
now said that a team of nineteen persons 
is needed to perform some of the modern 
heart surgery. 

As to the rate of remuneration, wages 
which averaged $1,330 in 1946 for a 48- 
hour week, rose to $2,873 in 1957 for a 
42-hour week. This represented an in- 
crease of 116 per cent in pay and a de- 
crease of about 14 per cent in hours. The 
rate of improvement in the compensation 
of hospital employees, within this period, 
was greater than for other major indus- 
trial categories and double that for the 
Services category. However, one cannot 
conclude that hospital rates of pay ap- 
proach a matching of wages in comparable 
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occupations. They are less than half the 
wage rate payable for government serv- 
ices generally, and 25 per cent less than 
that payable for the Service category gen- 
erally. Considering the qualifications re- 
quired of much of the hospital personnel, 
in terms of education and training, and 
the growing consciousness of the advan- 
tages of trade union organization, it must 
be concluded that hospital wage rates still 
have far to go. 

The problem of raising hospital salaries 
and wages to a reasonable standard is 
aggravated by the recently recognized 
need to pay interns and residents and by 
the pressures to pay hospital specialists on 
a fee-for-service basis. 


Other Problems 


The foregoing is a greatly simplified 
version of the central problem of rising 
hospital costs. The total hospital problem 
is much more complicated. It is tempting 
to dilate on such problems as the follow- 
ing: 

(1) The difficulty of dealing, on reason- 
ably even-handed terms, with Blue Cross, 
insurance companies, Medicare, and local 
public welfare agencies. 

(2) Maintaining an equable relation- 
ship with the organized medical profes- 
sion with respect to the specialties prac- 
ticing within the hospital and with regard 
to the need for public support for the 
payment for services to segments of the 
population (the aged) most in need and 
least able to pay. 

(3) Organizing hospital services effi- 
ciently, with due regard for the spectre 
of corporate practice of medicine and the 
edicts of the AMA regarding the ethos of 
medicine. 

(4) Reconciling the pursuit of the long- 
run social objective of minimizing the cost 
of hospital care, with the need to avoid 
that greatest of economic liabilities—the 
empty bed. 


Prospects for Solution 


These special considerations aside, 
what are the prospects for solving the 
problem of increasing costs for hospital 
services? 

The supply of hospital beds, which, for 
the last ten years, has been declining in 
relation to population, may be increased. 
The nation spent slightly more than $1 
billion for hospital construction in 1958. 
An increase in the supply of beds will help 
to meet the demand for hospital services. 
Whether it results in more efficient use of 
hospital services will depend upon how 
well the expansion achieves a more effi- 
cient distribution of hospital facilities. A 
better distribution is much to be desired 
but seems to be getting less public atten- 
tion than it did in years gone by. 

Much attention is being devoted today 
to “progressive medical care.” This is a 
system of grouping patients according to 
the severity of their illness and the amount 
of personal care needed. It is yet to be 
demonstrated the extent to which progres- 
sive care can reduce personnel costs. 

It is possible to envisage a substantial 
improvement in the control of hospital ad- 
missions and lengths of stay. Unquestion- 
ably, in many areas of medical need, the 
value of increased utilization of the hos- 
pital has been demonstrated, e.g., in the 
improvement in the maternal death rate, 
from 1 mother for every 248 children born 
in 1939 to 1 for every 2,800 births in 1957. 
It does not follow that all hospital utiliza- 
tion is medically indicated; indeed objec- 
tive studies show faulty and unnecessary 
utilization of hospital beds and services. 
The practice of establishing hospital staff 
committees to review hospital admissions 
and duration of stay, and to assess the 
need for prescribed services and drugs 
chargeable to the hospital bill, is gaining 
currency and may be extremely fruitful, 
as some tests have indicated. 

Yet more promising is the broadening 
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of prepaid medical care protection to 
cover services which, while available in 
the hospital, should not require bed occu- 
pancy. Progress in providing such non- 
hospital coverage is being made by insur- 
ance companies. Some comprehensive 
group practice prepayment plans have 
been able to keep hospital utilization rates 
for their members substantially below 
those of the people not covered by such 
plans. 

The general conclusion to be drawn 
from this brief review is that the demand 
and supply situation of hospitals is such 
that costs for hospital stays, especially 
with respect to the major personnel com- 
ponent of those costs, will, in all likeli- 
hood, continue to increase substantially 
over the years ahead. Some apparently 
feel that this fact must be accepted as 
irrevocable or irreversible and that, con- 
sequently, all energies may best be de- 
voted to keeping people out of hospitals. 
Others would resist rising hospital costs 


as an unmitigated evil, challenging every 
cost increment as being per se an unwar- 
ranted levy on an already overtaxed pri- 
vate pocketbook. It would be more rea- 
sonable to concede that the demands by 
the American public for the best of mod- 
ern medical care, plus TLC (Tender 
Loving Care), and the reasonable entitle- 
ment of hospital employees to a decent 
wage, will have their way. At the same 
time, this emphasizes rather than lessens, 
the importance of minimizing the un- 
necessary and uneconomic use of hospital 
beds and of improving the productivity of 
hospital employees through better division 
of labor, work methods and labor-saving 
machines. The positive approach requires 
self-discipline by hospitals, changes in atti- 
tudes by doctors and patients, and a 
broadened spectrum of insurance cover- 
ages. The challenge must be met if the 
cost of this essential service is to be kept 
within the bounds of public acceptance 
and ability to pay. 











THE STRUCTURE OF LIFE INSURANCE AGENTS' 
COMPENSATION 


by 


FRANK J. SCHWENTKER 


University of North Carolina 


Although life insurance agents have 
been compensated predominately on a 
commission basis, the general structure 
of their compensation and the pattern of 
first year and renewal commissions pro- 
vided in agent’s contracts, has shown a 
considerable variation over the years. 
Prior to 1840, the few agents employed by 
early American life companies were all 
part-time agents and were paid a 5 per 
cent first year commission and a perpetual 
renewal of 5 per cent on such business as 
they produced. In the decade of the 1840's, 
it became the practice to employ agents 
on a full-time basis and they were paid 
either a 5 or 10 per cent first year com- 
mission, with renewals of 5 per cent. At 
this level of compensation, few full-time 
agents were able to earn an adequate liv- 
ing, at least in their early years in the 
business and before their renewal income 
was built up. It is not surprising that first 
year commissions gradually increased and 
by 1875 most companies were paying a 
first year commission which varied be- 
tween 20 and 35 per cent. 

As a result of the craze for volume and 
the competition for agents, the latter part 
of the 19th century saw a further sub- 
stantial increase in commission sched- 
ules. The more conservative companies 
paid a 30, 35 or 50 per cent first year com- 
mission, while those companies which 
were most aggressive in the drive for vol- 
ume began paying 60, 70 and 80 per cent. 
A few paid as high as 100 per cent. 


With the increase in first year commis- 
sions, the idea of perpetual renewals was 
dropped and the pattern of renewal pay- 
ments was changed drastically. Some 
companies paid no renewals. Others paid 
a renewal of 5, 7% or 10 per cent, but 
these renewals were limited to one, three 
or five years. As a general rule, the higher 
the first year commission schedule, the less 
was paid in the way of renewals, although 
there were a few exceptions to this rule. 

Following the Armstrong Investigation 
in 1906, New York passed an expense 
limitation law, which placed a limit of 50 
per cent first year commission and nine 
renewals of 5 per cent as the maximum 
that could be paid to agents by any life 
company doing business in the state of 
New York. First year commissions on 
limited payment life, endowment and 
other high premium forms, were graded 
downward from this maximum, and on 
some policy forms, the renewal commis- 
sion period was reduced to five or seven 
years. Since companies operating in New 
York wrote 75 to 80 per cent of all the 
business, this pattern of compensation be- 
came typical for most agents and for most 
of the business produced throughout the 
country. Companies which were not li- 
censed to do business in New York, gener- 
ally adopted the same renewal schedule 
of nine renewals of 5 per cent but most 
of these companies continued to pay 
higher first year commissions than those 
permitted by the New York law. Also, 
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most new companies which were started 
in other states, paid higher rates of com- 
mission as an off-set to the greater diffi- 
culty of selling insurance for such new 
and relatively unknown companies. 

Since life agents are typically independ- 
ent contractors, the major control over 
their activity lay in the financial incentives 
provided in their contracts. Although it 
was not appreciated as such at the time, 
the early contracts, with a low first year 
commission and perpetual renewals, 
placed the major emphasis on the produc- 
tion of quality business which would per- 
sist in force. But as first year commissions 
were increased and the renewal period 
shortened or eliminated, the emphasis 
changed with increasing force to the pro- 
duction of new business and less to the 
persistency of existing business. As a 
corollary, the income of agents often fluc- 
tuated violently as their production of new 
business increased or decreased, since less 
of their income was now coming from re- 
newals. 

The severe depression of the 1930's 
served to point up several short-comings 
of agent’s contracts. New production fell 
off, making it more difficult for an agent 
to earn a reasonable living. At the same 
time, lapses and surrenders showed a sub- 
stantial increase. While all Companies 
continued to welcome the production of 
new business, the conservation of the old 
business already on their books became 
an equally important objective. Agents 
were asked and expected to make service 
calls to assist in the conservation of old 
business, some of which was beyond the 
nine year renewal period and on which 
they received no compensation. Even on 
business still within the renewal period, 
there was more financial incentive to try 
to make a new sale and earn a 50 per cent 
or higher commission, than to spend the 
same amount of time trying to conserve 
an old case on which a 5 per cent renewal 
would be received. Some conscientious 


agents spent a high proportion of their 
time in servicing and conserving old busi- 
ness. As a consequence, they suffered a 
substantial reduction in income as com- 
pared to other agents, who largely ignored 
conservation activities and concentrated 
on new production with its higher com- 
mission incentives. 

It became increasingly apparent that 
agent’s contracts often failed to pay the 
agent to do those things which would be 
to the best interest of the company and 
policyholders. Many leaders in the busi- 
ness felt that existing contracts placed 
too much emphasis on new production 
and not enough on service and conserva- 
tion activities. Contracts were also defi- 
cient in failing to provide any compensa- 
tion for continued policyholder service 
after the tenth renewal year, or in provid- 
ing retirement benefits for veteran agents. 
As a consequence, a Committee on Agent’s 
Compensation was set up by the Life 
Insurance Sales Research Bureau (now 
the Life Insurance Agency Management 
Association) to study the problem and 
to make recommendations for contract 
revisions. 

After careful study, the plan recom- 
mended by this Committee suggested a 
graded first year commission of 40 per 
cent, a first renewal of 15 per cent, a 
second renewal of 10 per cent, and seven 
renewals of 5 per cent, followed by a 
service fee of 2 per cent, starting with the 
tenth year and continuing as long as the 
policy was premium paying or until it 
was supplemented or replaced by a pen- 
sion plan at age 65. It was recommended 
that only the first two renewals be fully 
vested. The Committee felt that this plan 
would provide greater rewards for the 
career agent and lead to a greater stability 
in his income, since more income would 
now be coming from renewals and less 
from first year commissions. At the same 
time, it placed less emphasis on new pro- 
duction and more on the persistency of 
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business, which was desirable from the 
point of view of companies and policy- 
holders. It was felt important that the 
suggested plan should not increase the 
cost of insurance to policyholders and this 
plan remained within the expense limits 
imposed by the New York law. 

An agent's contract which substantially 
followed this recommendation became 
known as a career type contract and in 
the next few years many of the leading 
companies changed their agents’ contracts 
to conform substantially with the recom- 
mendation of this Committee. Since a 
lowering of commissions tends to create a 
morale problem among established agents 
under contract, there was only one com- 
pany in the sample of one hundred and 
ten companies whose contracts were 
studied that followed the exact recom- 
mendation of the Committee and reduced 
first year commissions to 40 per cent. Three 
companies adopted a 45 per cent graded 
schedule, while twenty-three retained a 
50 per cent schedule and then varied the 
pattern of renewals and vesting provisions 
so the present value of the total payments 
would remain within the New York limita- 
tion. Some companies continued to pay 
nine renewals of 5 per cent while others 
paid higher renewals such as 8, 10, 12 or 
15 per cent in the first two or three years 
and then a lower renewal of 2 or 3 per 
cent for the remainder of the first nine 
years. The variations in renewal patterns 
are so great, it is not practical to describe 
them in this report. 

In addition, the great majority of com- 
panies added a 2 or 3 per cent Service or 
Persistency fee from the tenth year on. 
Also the majority of companies now pro- 
vide a pension plan of some type for their 
agents as a supplement to social security 
retirement benefits. In addition, a large 
number of companies now provide other 
security benefits for their agents in the 
form of group life insurance, group hos- 
pitalization and surgical plans, or major 


medical plans, with many of the latter 
covering both agents and their depend- 
ents. In some companies, these supple- 
mentary security benefits are provided on 
a non-contributory basis with the com- 
pany paying the entire cost, while in other 
cases the plans are on a contributory basis, 
with the agent sharing in the cost. 

Most life insurance companies which 
do not operate in the state of New York, 
continue to pay a higher first year com- 
mission than is permitted by the New 
York law. In the sample studied, fifty-two 
companies use a graded first year com- 
mission schedule varying between 60 and 
80 per cent with 65 or 70 per cent being 
the typical figure. Renewals and vesting 
provisions show the same wide variation 
found among New York companies. A sur- 
prising number of these companies have 
also added to their agents’ compensation 
plans, service fees after the tenth renewal 
year, as well as pension plans and other 
security benefits. The claim has been made 
often that the commission limits imposed 
by the New York law has set the standard 
throughout the country and kept the com- 
mission schedules of non-New York com- 
panies at a low figure, so these companies 
could compete with companies operating 
under the New York law. There is little 
evidence that this claim is true. About the 
most that can be said is that this law may 
have had some effect in keeping the com- 
mission differential of non-New York 
companies from being any greater than it 
actually is. 

From this brief report, it is apparent 
there has been a considerable change in 
the structure of agents’ compensation over 
the years, with the trend, in more recent 
years, being in the direction of providing 
a more adequate and satisfying contract 
for the career agent, and at the same time 
providing financial incentives that better 
promote the interest of the Companies 
and policyholders. However, more serious 
thought should be given to a reduction of 
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acquisition costs, particularly in the area 
of first year commissions and in vesting 
provisions, for total costs are still higher 
than they should be. The life insurance 


business has not made as much progress 
in reducing distribution costs as have 
many other industries in recent years. 








THE ASSIGNED RISK AS A SEPARATE 
CLASSIFICATION 
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The assigned risk business has grown 
from inconsequential proportions to a 
substantial percentage of automobile in- 
surance volume. Today, more than a mil- 
lion cars are insured under the various 
assigned risk plans in the United States. 
In some individual states, as high as 20% 
of the business is now being handled by 
the assigned risk plan. 

Meanwhile, assigned risk experience 
has steadily worsened. The country-wide 
(excluding Massachusetts) loss ratios of 
all companies for assigned risks, have in- 
creased from an average of 79.6% for B.I. 
and 73.7% for P.D. for the years 1938 to 
1951, to a loss and loss adjustment ratio 
of 144.5% for B.I. and 103.4% for P.D. in 
policy year 1957. 

The total loss cost, excluding overhead, 
has been variously estimated at between 
12 and 17 million dollars for the year 
1958. With these prevailing loss ratios 
and losses growing annually, there has 
been a great increase of interest in the 
subject of the rating of assigned risks. For 
this reason, this article poses the question 
of whether assigned risks, for rating pur- 
poses, should have a separate classifica- 
tion plan. The word “plan” is used be- 
cause it is believed that we should not 
preclude the possibility, where it is indi- 
cated by experience, of class breakdowns 
within the scope of the plan. 


Two Special Problems 


Before going into the subject of a sep- 
arate classification plan for assigned risks, 


attention must be directed to two pre- 
liminary problems inseparably related 
to it. 


Many Should Not Be Insured 


Some motorists, now forced upon the 
companies as assigned risks, should not 
be licensed at all but should be removed 
from the highways. Every insurer has 
ample evidence of this fact in its files. 

In Missouri, a 64-year-old construction 
worker has a police record of being ar- 
rested and fined for drunkenness 19 times 
since 1951, the last three while driving. 
He is still licensed to drive. Police admit 
that their records are incomplete and that 
this man has more arrests than their re- 
ports show. 

There is an example in North Carolina, 
where a motorist, between 1955 and the 
early part of 1959, was arrested 12 times 
for moving traffic violations, 10 of them 
for speeding, one for reckless driving, and 
one for improper passing. He still has his 
driver's license. 

In Michigan, a young man in his twen- 
ties was arrested 10 times for moving 
violations between 1954 and 1956, and 
during this period was involved in six 
accidents. His license was suspended once 
for 3 months and once for 2 months. He 
is still driving. 

It is futile to talk about a rate that will 
adequately measure the kind of risk which 
has been cited. No company would want 
to insure such a motorist at any rate that 
would be within reason. More important 
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is the fact that the interests of general 
public safety dictate that these menaces 
should be removed from the highway. 
This, however, is a separate problem. 


Inadequate Rates for 
Voluntary Business 


In addition to the necessity of weeding 
out the unfit drivers, there is another 
problem which must be faced as a neces- 
sary antecedent to rating assigned risks 
in a separate plan. This is the providing 
of an adequate rate for voluntary busi- 
ness. 

Where rates for voluntary business are 
inadequate, it necessarily follows that 
companies tighten their underwriting 
practices, thereby forcing a larger volume 
of business into the assigned risk plan. 
Risks which normally might be written 
in the voluntary market, but which are 
marginal, will be rejected and forced into 
the plan. This general tightening up may 
also cause some displacements in the in- 
surance market by virtue of agency can- 
cellations, thereby sending many motor- 
ists into the assigned risk plan, who other- 
wise might not be placed there. 

It is apparent that this is what has hap- 
pened in New York State under the com- 
pulsory law. New assigned risk applica- 
tions during the period May, 1958, to 
April, 1959, were 157.5% of the number of 
such new applications for the same period 
in the preceding year. Approximately 10% 
of all private passenger automobile busi- 
ness in New York State is now in the as- 
signed risk plan. Also in North Carolina, 
during the past year the number of new 
assigned risk applications increased 25% 
under that state’s compulsory law. 

This tightening of the market, and the 
resulting increase of applications to the 
assigned risk plan, is not alone confined 
to the states with a compulsory insurance 
plan. This is also true to a lesser degree, 
in other states where automobile liability 
insurance rates have lagged behind in- 


creasing losses. Tennessee has been re- 
cently experiencing substantial increases 
in assignments. 

The Uniform Assigned Risk Plan, and 
the plans in nearly all states, classify as- 
signed risks, for rating purposes, into two 
groupings: (1) those with records of cer- 
tain accidents or law violations within 
specified periods, and (2) those without 
such records. 


Surcharging “Clean Risks” 


Originally, all such risks were generally 
surcharged. However, for reasons to be 
mentioned later, many of the state officials 
subsequently required abolition of the 
surcharges for the record-free assigned 
risks, which are usually, and erroneously, 
referred to as “clean risks.” 

As of the present time, the assigned 
risk plans of the following states permit 
or require the charging of a higher rate 
for so-called “clean risks” than for the 
same type of voluntary business: 


Alaska Missouri 
Arkansas New Hampshire 
Connecticut Tennessee 
Florida Vermont 
Georgia Virginia 

Maine Wisconsin 


This same plan is under consideration in 
other states. 

The arguments that have been ad- 
vanced, from time to time, against the 
idea of surcharging the so-called “clean 
risk” fall into three categories: 


(1) The technical ratemaking argu- 
ment, i.e., the contention that a higher 
rate for AR “clean risks” than for volun- 
tary business, cannot be substantiated 
under the rating laws. 

(2) The constitutional argument, i.e., 
that a “clean risk” who is surcharged, is 
denied the equal protection of the laws. 

(3) The political or public interest ar- 
gument, i.e., that either the public interest 
or political considerations require that the 
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“clean risk” be charged no higher price 
than risks of the same type insured in the 
voluntary market. 


The Technical Ratemaking Argument 


Until the last few years, the industry 
had little basis for argument on this point. 
Experience statistics were not segregated 
on “clean” and “unclean” risks. Thus, the 
only basis the industry could urge for sur- 
charges on “clean risks,” was judgment. 
While judgment is recognized as a factor 
for supporting rate filings, it is difficult to 
contend that a surcharge should continue 
indefinitely to be based purely on judg- 
ment, when it is possible to develop ex- 
perience figures against which that judg- 
ment can be tested. 

The national statistical organizations 
have now amended their statistical plans 
so that experience on “clean” and “un- 
clean” risks will be kept separately. The 
National Association of Independent In- 
surers adopted this change on January 1, 
1957 and its 1957 policy year figures for 
private passenger non-fleet business (first 
reporting) are shown in Table 1. This 
shows the following results, as compared 
with voluntary business of the same 


types: 


It is significant that the loss ratios on 
the “clean risks” for BI and PD were, re- 
spectively, 166.6% and 96.9%, while for 
BI and PD on the “unclean risks” which 
were surcharged, the loss ratios were, re- 
spectively, 153.4% and 109.0%. These are 
to be contrasted with the loss ratios on 
those risks voluntarily accepted by the 
companies, of 68.4% and 62.9% on BI and 
PD, respectively. 

The foregoing experience data shows 
that substantially higher rates must be 
obtained for “clean” as well as “unclean” 
assigned risks. As to the relationship be- 
tween the rates on “clean” vs. “unclean” 
business, it would appear that this prob- 
lem must be handled on a state-by-state 
basis because the relationship varies by 
state, for reasons already indicated, that 
is, compulsory situations, surcharge al- 
lowed on clean risks, etc. 

Subsection 3(a)(3) of the model Com- 
missioners All-Industry casualty rating 
law provides: 

Risks may be grouped by classifications for 

the establishment of rates and minimum 

premiums. Classification rates may be mod- 
ified to produce rates for individual risks in 
accordance with rating plans which estab- 
lish standards for measuring variations in 
hazards or expense provisions or both. 


Taste 1 


AvromosiLe Assicnep Risk Exresrtence—1957 
NAII Experience, 36 States 
Private Pass—enceER—NON-FLEET 



































Incurred 
Basic 

Earned Earned Limit Excess Number Pure Loss Loss Average 

Exposure | Premium Losses Losses of Claims | Premiums| Ratios |Frequency| Loss 
Assigned Risks: 
B. I.—Clean 29,924/$ 1,853,060/$ 2,900,403/$ 186,648 2,529 96 .93 166.6 8.5 $1147 
P. D.—Clean 30,055, 767,324 743,893 — 5,290 24.75 96.9 17.6 141 
B. I.—Surcharged 38,869] 2,240,446] 3,274,131] 161,690} 3,028] 84.24 | 153.4 7.8 1081 
P. D.—Surcharged 39,368] 1,097,181} 1,196,087 _ 7,965 30.38 109.0 20.2 150 
B. I.—Total 68,793} 4,093,506) 6,174,534 348,338 5,557 89.76 159.3 8.1 1111 
P. D.—Total 69,423} 1,864,505) 1,939,980 = 13 ,255 27 .94 104.0 14.1 146 
Voluntary Risks: 
B. IL. 5,386,716)|148,596,100) 93,864,374) 7,724,725) 112,687 17.43 68.4 2.1 833 
P. D. 5,445,895) 78,001,053) 49,071,053 — 430 , 226 9.01 62.9 7.9 114 
Total 10,832,61 1!226,597,153'142,935,427| 7,724,725; 542,913 13.19 66.5 5.0 263 
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Such standards may measure any differ- 
ences among risks that can be demon- 
strated to have a probable effect upon 
losses or expenses .. . 


Figures such as those just cited, clearly 
demonstrate that there are differences be- 
tween risks written voluntarily and in- 
voluntarily (both “clean ” and “unclean” ) 
which have an effect on losses. 


The Constitutional Argument 


Some state officials have questioned 
whether imposition of a surcharge on 
“clean risks” violates the constitutional 
rights of those insureds. Their theory 
rests, apparently, on the assumption that 
a motorist “through no fault of his own,” 
is unable to find insurance in the volun- 
tary market, and to treat him as a dif- 
ferent class of risk for rating purposes 
denies him the “equal protection of the 
law” guaranteed under the Fourteenth 
Amendment to the Federal Constitution. 

While there has been no court case 
directly in point on this question, it has 
been briefed by lawyers whose compe- 
tence is respected, and they have con- 
cluded that no constitutional rights are 
violated. 

The state, of course, has the right to 
provide for or to approve classifications 
of insurance buyers for rating purposes. 
It was so held in the case of Brest v. Com- 
missioner of Insurance (Sup. Jud. Ct. of 
Mass., 1930) 169 Northeastern Reporter, 
page 657. There the highest Massachu- 
setts court held valid, territorial classifica- 
tions of motor vehicle insurance risks, 
promulgated by the Commissioner, which 
had been attacked as being contrary to 
the equal protection clause of the U.S. 
Constitution. The Court stated that the 
legislatures have a “wide range of dis- 
cretion” in making classifications. The test 
is that “the classification must be reason- 
able, not arbitrary, and must rest upon 
some ground of difference having a fair 
and substantial relation to the object of 


the legislation so that all persons similarly 
circumstanced shall be treated alike.” 

In another case, Century Cab. v. Com- 
missioner of Insurance (1951) 100 North- 
eastern Reporter Second, page 481, the 
same court upheld the constitutionality of 
an experience rating plan for automobile 
insurance. The court said: 


“The requirement that premium charges 
be nondiscriminatory when applied to dif- 
ferent classes of risks means that they be 
equitably adjusted and proportioned 
among the classes in accordance with the 
respective losses which reasonably are to 
be anticipated.” 


If we apply the same yardstick to 
“clean” assigned risks versus voluntarily- 
written risks, it can be seen that their 
separation into different classifications for 
rating purposes, creates no constitutional 
problems. 

The authority of the state to provide 
for assigned risk plans and to require in- 
surers to participate therein was upheld 
by the United States Supreme Court in 
California State Auto Association Inter- 
Insurance Bureau v. Maloney (1951), 341 
U.S. 105, 71 Supreme Court 601. There an 
insurer had challenged the assigned risk 
enabling law in California, on constitu- 
tional grounds, asserting among other 
things that it forces insurers to take ab- 
normal risks from which financial loss 
may be expected. In sustaining the law, 
the U.S. Supreme Court stated: 


“To be sure, appellant is required to insure 
members of a different group than the 
select one it voluntarily undertook to serve. 
But there are important financial restric- 
tions on the financial commitments incident 
to the broad undertaking. We were ad- 
vised . . . that the premiums chargeable 
can be commensurate with the greater risks 
of the new business. Confiscation is, there- 
fore, not a factor in the case.” 


Here, the Court recognized, indirectly 
at least, that assigned risks as a group can 
be charged higher rates than voluntary 
business. In fact, it based its decision on 
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the assumption that those rates would be 
higher. 


The Political or Public Interest 
Argument 

It has been urged by some state offi- 
cials, that it is politically indefensible to 
surcharge “clean” assigned risks. Why, 
they ask, should a car-owner be penalized 
simply because insurance company under- 
writers have refused to accept him volun- 
tarily? 

The answer is that the insurance com- 
panies do not reject risks for frivolous 
reasons. They desire to write as much vol- 
ume as possible on the voluntary market. 
Their rejection of a risk is an indication 
that it presents a hazard greater than that 
normally associated with the group for 
which the rates were developed. As 
proven by the NAII experience figures 
cited earlier, this type of risk produces far 
more losses than the voluntarily insured 
risk. To require the providing of insur- 
ance at normal rates for these abnormal 
risks (as most assigned risk plans now 
do), necessitates raising the general rate 
level, with the result that the good risk, 
who qualifies for voluntary insurance, is 
forced to subsidize the poorer risk, who 
does not so qualify. Raising rates on as- 
signed risks (“clean” as well as “unclean” ) 
does no more than to require them to 
carry the weight of their own losses, and 
is, therefore, in the public interest. 


Rating of Assigned Risks 


Surcharge Applied to Insurer's Own 
Basic Rates 

Most of the plans that allow or require 
higher-than-normal rates for “clean risks,” 
provide for a surcharge to be applied to 
the insurer’s own approved basic rates for 
voluntary business. This is also true of 
the surcharge now applied, under nearly 
every plan, to “unclean risks.” 

The variations in premium charges be- 
tween identical assigned risks, that result 


from different basic rate levels of different 
companies, have evoked many questions 
and criticisms from insureds, public offi- 
cials and legislators. This has led to in- 
creasing sentiment for uniform rates for 
assigned risks. 


Uniform Rates for Assigned Risks for 
All Companies 

Wisconsin amended its plan in 1957, to 
provide for uniformity both as to rates 
and coverage for assigned risks. The rates 
for “clean risks” are 10% over the bureau 
manual rates for voluntary business. Ad- 
ditional surcharges are applicable to “un- 
clean risks.” 

In 1959, South Carolina by statute 
(HB 1059, effective January 1, 1960), 
adopted a requirement that rates for as- 
signed risks shall be uniform for all com- 
panies. The law is silent on the question 
of coverage. 

In Maryland, the assigned risk plan is 
now being set up to provide for uniform 
rates and coverage for assigned risks. 

Some opposition has been expressed to 
the idea of required uniformity for as- 
signed risk rates. It appears that the basis 
for this opposition is the fear that a prece- 
dent will be established for forcing com- 
panies into a uniform pattern of rates for 
voluntary business. 

The companies which favor uniform 
rates for assigned risks (many of which 
would vigorously oppose forced conform- 
ity as to rates or coverages on voluntary 
business) contend, on the other hand, 
that the two situations are clearly dis- 
tinguishable, and that no undesirable 
precedent is created. Among the distin- 
guishing features are said to be these: 


(1) While the exercise of underwriting 
in the voluntary market, may produce dif- 
ferences in loss experience which justify 
variations in rate levels between com- 
panies, there is no room for underwriting 
of assigned risks, and this basis for rate 
variations, therefore, does not exist. 
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(2) While variations in acquisition cost 
in writing voluntary business, provide a 
basis for rate variations between com- 
panies, commissions are usually standard- 
ized under the assigned risk plans, and 
this basis for rate variations, too, does 
not exist to any appreciable extent. 

(3) While competition is, and should 
be, the prime mover in the voluntary in- 
surance market, there is no competition 
for assigned risk business and thus no 
reason for a lack of uniformity in rates. 

(4) While the industry tries to explain 
to the public the ramifications and the 
variations of the respective rating plans, 
commission differentials, etc., the public 
simply will not accept a program as being 
“equitable and fair in the public interest” 
which provides that “unclean” assigned 
risks assigned to one company, may pay 
a rate substantially less than a voluntary 
risk in another company. 


Pool or Separate Company 


Company-Operated Assigned Risk 
Pool 


Another approach, which has been sug- 
gested from time to time, is that of the 
company-operated assigned risk pool. It 
is proposed that such pools be operated 
on a state-by-state basis, with only suffi- 
cient legislation enacted to require that 
the companies entered in the state be- 
come members of the pool. It would be 
anticipated that such a pool would be 
operated either by one of the companies 
within the state or by an independent 
organization. Each company would re- 
port its experience to the pool, in terms 
of premiums collected, losses paid, and re- 
serves, at regular intervals. At the end of 
every year, the experience would be con- 
solidated, and charges or credits given 
the respective members of the pool. 

Many company executives believe that 
this approach would provide irrefutable 
experience data as to the required rates. 


It is also stated that such an approach 
would eliminate the inequities which oc- 
cur, wherein one company’s assigned risk 
business is profitable and another com- 
pany’s assigned risk business gives it a 
terrific loss. It would assist smaller com- 
panies, which tend, percentagewise, to be 
more affected, because the spread of their 
business is not so great, and one or two 
sizeable losses seriously affects their un- 
derwriting results. Actually the cost of 
such an operation as the proposed com- 
pany operated pool, would not be pro- 
hibitive. 

Those who oppose the assigned risk 
pool approach argue: 


(1) It would be costly in many of the 
states where there are no companies with 
home offices to handle such pooling ar- 
rangement. 

(2) It might be providing the neces- 
sary framework whereby the states could 
take over the pool, as the start of a state 
fund. 

(3) Under such arrangement every 
company guarantees every other com- 
pany’s solvency within the pool. 


Separate Company Formed Exclusively 
for Purpose of Handling Assigned Risks 

Another approach that has been dis- 
cussed from time to time, is the forma- 
tion of an insurance company for the ex- 
press purpose of receiving assignments of 
risks on behalf of insurers participating 
therein. If feasible, this mechanism would 
have definite advantages when it comes 
to securing adequate rates for assigned 
risks as a class. 

It would seem that some variation of 
the company-operated assigned risk pool, 
or the separate company, formed exclu- 
sively for the purpose of handling as- 
signed risks, may well be the final an- 
swer. 

Assigned Risk Commissions 


It has been pretty generally recognized 
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that producers should not receive their 
normal rates of commission on assigned 
risks. They do not “produce” the business 
in the usual sense of the word. If public 
interest considerations justify forcing in- 
surers to accept these unwanted risks, as 
the Supreme Court has held, then the 
same considerations justify calling upon 
the producers to accede to a commission 
commensurate with the services they ac- 
tually perform in connection with such 
risks. 

For this reason, many in the industry 
were appalled when the Florida legis- 
lature enacted a provision, in the spring 
of 1959, setting a 15% minimum commis- 
sion for private passenger assigned risk 
business. 

The setting, by the legislature, of a 
fixed minimum for commissions, or any 
other expense components, is clearly un- 
sound and against the public interest. It 
inevitably forces rates up. This has al- 
ready occurred in Florida, where a 10% 
surcharge on “clean risks” and a 10% in- 
crease in existing surcharges on other as- 
signed risks has been approved. This 
10% surcharge is grossly inadequate, be- 
cause it barely covers the increase in 
commissions. 

The minimum 15% commission is actu- 
ally about 5% more than the commissions 
most companies now pay for voluntary 
Class 2 or Young Driver business. This 
means the new law will create a strong 
incentive for agents to channel all their 
Class 2 business into the Plan, where they 
will receive more commission. 


By way of contrast, at about the same 
time as Florida was enacting this legisla- 
tion, the National Advisory Committee 
on Automobile Assigned Risk Plans was 
amending the Uniform Plan to reduce 
from 10% to 8% the commission on as- 
signed risk business, other than long haul 
trucking and public passenger carryiug 
vehicles (excluding school buses )! 


A Promising New Study 


In the Fall of 1959, the National Ad- 
visory Committee on Automobile As- 
signed Risk Plans was enlarged, and has 
undertaken a complete re-survey of the 
assigned risk problem. All types of in- 
surers are now represented on this com- 
mittee, which is proceeding with the 
single objective of setting up plans which 
will fit the situation in each state and will 
represent the modern approach to this 
problem. 

This committee is making a state-by- 
state study of the business in the vari- 
ous assigned risk plans and is requesting 
breakdowns of statistics where available, 
so that it may ascertain the variations in 
the class of risks in the assigned risk 
plans. It is evident from the statistics 
available, that an insufficient rate for this 
class as a whole, is being obtained on 
both “clean” and “unclean” business. The 
study should assist in determining the 
variations in the rates which should exist 
between the “clean” and “unclean” risk, 
or such variation in the rate as might 
better measure the hazard between the 
“old drivers,” the “youthful drivers,” or 
the “traffic violators” placed in the plan. 
This study and the accompanying recom- 
mendations of this committee should be 
a long step forward in conquering this 
problem. 


Conclusion 


It would appear that a feasible solu- 
tion of the assigned risk problem, and the 
stopping of the tremendous losses the in- 
dustry has been sustaining therein, can be 
procured by adopting the following pro- 
gram: 

(1) Provide a separate classification 
plan for all assigned risks “clean” or “un- 
clean.” As discussed earlier, this approach 
is justified and feasible under the rating 
laws, it is constitutionally sound, and it 
is in the public interest. 
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(2) The separate classification plan for 
assigned risks would be uniform for all 
insurance carriers, as well as within rate 
making classes. This requires that a study 
be made on a state-by-state basis to de- 
termine the various classes and rates to 
be charged as well as the commission to 
be paid thereon. 


(3) The mechanism that might offer 
the best chance of assuring that the as- 
signed risk business pays its fair share of 
premiums and has public acceptance 
would be either an assigned risk pool op- 
erated by the companies, or a separate 
corporation writing assigned risks exclu- 
sively. 
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The United States, with but 6% of the 
world’s population, produces more than 
40% of its goods. During the past century, 
our production has increased more than 
three times as fast as the labor force. 
What has accounted for these monu- 
mental achievements? Has it been our 
abundance of resources? Has it been the 
accumulation of capital goods? Of course, 
great values in natural resources are 
essential, and when some resources are 
properly diverted to capital goods forma- 
tion, increased productivity is the reward. 
But would the natural resources have 
been efficiently converted to capital 
values and those goods efficiently used 
without the application of life values far 
superior to that of the average individual 
found in our labor force? 


Significance of the Key Man 


It is obvious that if 6% of the world’s 
population can produce 40% of its goods, 
there are some human lives which are ex- 
tremely valuable, profit-wise, to their par- 
ticular enterprises. In fact, every success- 
ful business, whether it is a proprietorship, 
partnership or corporation and whether 
it is large or small, has someone at its 
head or in its organization whose peculiar 
talent, experience or natural ability con- 
stitutes the human factor which is largely 
responsible for the success of that busi- 
ness. The death or disability of that key 
individual is almost certain to mean a sig- 
nificant loss of profits to the firm. The 
probability of death or serious disability 


of a business executive during his work- 
ing life, is several times the probability of 
the less of capital goods through some 
other unforeseen hazard. 

Upon examining the property and casu- 
alty programs of business concerns, one 
finds that almost all successful firms are 
interested in having every significant 
property value insured. Wise businessmen 
are constantly attempting to minimize any 
and all risks which threaten their capital 
assets and profits. The most popular in- 
surance is that which indemnifies loss by 
direct damage to buildings, equipment, 
and stock. The usual perils insured 
against are fire and the extended cover- 
age perils. 

In recent years the property insurance 
industry has made a concerted effort to 
convince businessmen that loss of profits 
may be even more severe than direct 
damage losses from these perils. When a 
business is closed, following a fire or 
other damage, the loss of profits and the 
expenses necessarily incurred during the 
shut-down, often amount to more than 
the cost of restoring the property. Busi- 
ness firms have responded to these facts. 
The increase in business interruption in- 
surance sold during recent years is evi- 
dence that businessmen want to avoid 
major losses, whether caused by direct 
damage to property or by loss of income 
while operations are curtailed from the 
same perils. 

Isn’t it reasonable to assume that the 
businessman should be equally concerned 
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about minimizing the disastrous loss of 
profits resulting from the death or disa- 
bility of a key individual whose technical 
knowledge or managerial capacity is re- 
sponsible for the firm’s unique profit posi- 
tion? He needs only to be shown the 
probability and magnitude of the poten- 
tial loss. As for the probability, it is stated 
by S. S. Huebner that a man age 35 stands 
a 33% chance of becoming totally disabled 
for longer than 3 months, before he is age 
65.1 The probability of death striking a 
45 year old executive is about 16 times 
the probability that his plant will burn. 
As for the magnitude of the loss when a 
key man is suddenly “decommissioned”, 
the realistic appraisal examples given later 
in this article should be fearful for any 
firm to contemplate. 


There are many to whom the life insur- 
ance industry might turn for help in its 
efforts to distribute protection against the 
potential key man loss. Business advisers 
who stand in a general advisory capacity 
to their clients should, for selfish pur- 
poses, be ready and willing to help each 
client with key man problems. Any such 
adviser has a duty to acquaint himself 
with the potential life value loss threat- 
ening his client. Attorneys, management 
consultants, and accountants often advise 
business clients with respect to a wide 
variety of entrepreneurial problems. Any 
such adviser should feel duty bound to 
advise of the risks faced and help his 
client apply every reasonable means to 
minimize the consequences of the peril. 
Perhaps the key man risk can be removed 
by a method less expensive and more 
satisfactory than insurance, but in the 
majority of cases, life insurance on the 
life of the key man is the most practical 
answer. In such cases the adviser should 
be in a position to help his client de- 
termine the amount. 





1S. S. Huebner, The Economics of Life In- 
surance (New York: Appleton-Century-Crofts, 
Inc., 1959) p. 25. 


This paper is restricted to the subject 
of appraising of key man life values for 
life insurance purposes. There is no con- 
sideration of the loss associated with the 
disability peril. 

If it were possible to give a simple 
technique for computing a completely 
accurate human life value, the following 
discussion would have little purpose. 
However, such is not the case. There 
probably will never be an accurate 
method of appraising such an intangible 
thing as human life value. Real property 
appraisers have years of research back of 
them, and they are concerned with tangi- 
ble physical assets which can be meas- 
ured, tested, and examined; yet they 
usually claim an appraisal to be quite 
accurate if it is within 10% of the sale 
value. After explaining that there is little 
or no background in which to root a tech- 
nique of appraising human life values, 
Dr. Huebner says that he believes the 
scientific side of life value appraisals will 
be developed in the course of time. He 
anticipates a shelf of research publica- 
tions on this subject during the coming 
generation.” These predictions were made 
in his book which was copyrighted in 
1959. As of now, no known research ap- 
pears to be focused directly on this prob- 
lem. 

The fact that so little has been done 
toward developing a scientific method of 
appraising business life values in no way 
diminishes the importance of the prob- 
lem. Furthermore, it does not mean that 
an effort is worthless. If one examines the 
problem carefully, uses whatever aids are 
available to help determine the factors 
which seem to influence the value he is 
seeking, and then weighs those factors as 
best he knows how, his appraisal often 
should be reasonably satisfactory. It al- 
ways should be better than a pure guess. 

One of the first precautions which one 
should observe is that the position of the 


"2 Ibid., p. 59. 
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man in his business is no proof of his 
value to the business. Sometimes an ex- 
ecutive holds his position for reasons 
other than his worth to the success of the 
enterprise. The reasons are numerous. He 
may be more of a liability than an asset 
to the business, with the firm gaining 
profit-wise, rather than losing by his pass- 
ing out of the picture. In such a case there 
is certainly no reason to appraise his value 
for key man insurance purposes. 


Prerequisites for Key Man Appraisal 

If this can be true, what criteria can be 
used to identify a key man? First, the 
person must be valuable in the sense of 
creating immediate or future profits. Sec- 
ondly, he must be: (1) irreplaceable ® al- 
together, (2) irreplaceable for a substan- 
tial period of time, or (3) replaceable 
only at considerable extra expense to the 
firm. Only if he is of value, profit-wise, to 
the business and one or more of the three 
conditions exist, is there a reason to be 
concerned with an appraisal of his value 
for key man life insurance purposes. 
Furthermore, the first step must be the 
determination of which of these circum- 
stances faces the firm. This is because the 
proper approach to measuring the poten- 
tial loss to the firm will depend upon 
which of these conditions exists. Let us 
examine their influence on the approach 
to be followed. 

(1) If the key man cannot be replaced 
at all, the measure of loss to the business 
by his untimely withdrawal must be con- 
cerned with the total profits for which he 
is personally accountable. The measure 

*The word irreplaceable means not replace- 
able by another who is equally capable of con- 
ducting the business in terms of profits. There 
are two situations in which a key man is of suff- 
cient value to the firm to justify insurance against 
his death: (1) The situation in which the firm 
enjoys larger than normal profits which result 
from his superior management ability. (2) The 
situation in which profits are no higher than nor- 
mal in the industry, but the firm’s profits would 
be lowered as the result of the death of the key 
man. 


of that loss (and thus his value) must be 
related to his future life expectancy or 
his years of useful service remaining. 
There are a few such cases in which a key 
man is completely irreplaceable: for ex- 
ample, the man whose contacts are re- 
sponsible for a substantial source of busi- 
ness. If certain large buyers of the firm’s 
goods or services are related by blood or 
marriage to a key man, there might be no 
hope of keeping or recapturing their 
patronage after his death. 

(2) If the key man is replaceable only 
after a substantial period of time, the 
measure of loss to the business occasioned 
by his death, must be concerned with the 
loss of profits for a period somewhat less 
than his future life expectancy. Also there 
may be a need to measure the extra ex- 
penses incurred in hiring or training his 
replacement. This is the most usual case, 
encountered when a key executive’s worth 
derives from unusual skills, drive, man- 
agement abilities, or experience. 

(3) Lastly, there is the situation in 
which the key man is replaceable, but 
the firm will have to incur considerable 
extra expenses because of his death. This 
could be the situation where an unusually 
talented researcher is engaged in long 
range work or where an advertising spe- 
cialist is administering a program de- 
signed to reach climactic results. In either 
of these cases, all anticipated profits may 
be realized after the death, possibly at a 
later date than expected, but the profits 
can be realized only by doing over much 
of what has been done or by otherwise 
assuming extra costs, such as training and 
replacement. Obviously, the appraisal of 
such a key man’s value must be concerned 
with the extra monetary outlay caused by 
his death. 

Appraising life values is a difficult pro- 
cedure. This article will explain several 
methods which have been used and then 
examine them critically. Some of the 
methods will be found to have consider- 
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able merit, while others amount to noth- 
ing more than an intriguing formula 
which is unrelated to the loss involved. 
All of them involve judgment, and it is the 
judgment factor, even in the best of meth- 
ods, which gives the most trouble. Any 
appraisal is, at best, a professional esti- 
mate or opinion of value, arrived at by 
the application of experience and judg- 
ment to the best principles known. Until 
recently, the principles governing the 
appraisal of key man life values have not 
been recognized. Some such principles 
are illustrated in the methods examined 
herein, and they are enumerated near the 
end of this article. 


Problems Requiring Judgment 

Before explaining specific methods, 
some problems relating to judgment 
should be examined. Although the judg- 
ment factors in each specific case are pe- 
culiar to the particular business involved 
and should, for the most part, be left to 
those intimately familiar with the prob- 
lem of the firm, research has turned up 
facts, which in some instances may be 
used to improve judgment. There are 
three areas in which judgment gets 
farthest “out on a limb.” 

1. In estimating profits which are at- 
tributable* to a key man, it would be 
helpful to learn where the firm stands 
profit-wise in relation to other firms. Some 
help is available if the firm’s securities are 
listed on one of the stock exchanges. 
Moody’s or Standard and Poor's Invest- 
ment Manuals provide excellent compari- 
sons of business profits by industry and 
by size. If the firm is smaller, the Quar- 
terly Financial Report published jointly 
by the Federal Trade Commission and 
the Securities and Exchange Commission, 
contains up-to-date financial comparisons 
~ #Numerous references are made to profits at- 
tributable to a key man or a group of men. This 
refers to the situation in which the firm enjoys 
higher than normal profits, and the excess profits 


are thought to result from the superior ability 
of the man or men being considered. 


of manufacturers, by industry. It is be- 
lieved that financial comparisons of small 
non-manufacturing firms are not avail- 
able. The above sources would be help- 
ful in determining to what degree the 
subject firm enjoys profits in excess of 
normal for the industry. No data has been 
found bearing on the problem of how 
much profits are lowered as the result of 
the unexpected death of a key man. Obvi- 
ously, it would be difficult to collect data 
on this problem, although it would be 
useful for predictive purposes. 

2. Sometimes a key man’s compensa- 
tion is used as a yardstick to measure the 
profits attributable to him. Sometimes 
total executive compensation is employed 
to determine how much of the firm’s 
profits are attributable to the top man- 
agement team. Several studies shed some 
light on the relationship between profits 
and executive compensation. One study 
indicates that a close correlation exists be- 
tween the two within each industry. As 
between industries, on the other hand, 
profit margins and capital needs vary too 
widely for executive compensation and 
profit margins to be compared.® Although 
executive compensation and profits are 
obviously not always related, an American 
Management Association Study in 1953 
showed evidence that high executive sal- 
aries result in better-than-average expan- 
sion of both profits and sales. Another 
study of 71 companies in 15 major indus- 
tries showed, over a 10 year period, that 
the company in each industry paying the 
largest proportion of its payroll to the ex- 
ecutive group, averaged 227% increase in 
profits as against 117% for the remainder 
of firms.” 

5“Industry Patterns of Executive Compensa- 


tion,” Arch Patton, Harvard Business Review, 
Vol. 33, No. 5, Sept.-Oct., 1955. 

®“Are Executives Paid Enough?” Fortune, 
January, 1953. 

™ Does High Executive Pay Mean High 
Profits” A. Patton, Controller. Vol. 26, No. 59, 
p. 62, February 1958. 
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Probably the most valuable aid to 
judgment, in this general area of execu- 
tive compensation, is published by the 
Dartnell Corporation, a management re- 
search company. This firm periodically 
publishes the findings of surveys gathered 
from very large samples, covering execu- 
tive earnings, salary ranges, and supple- 
mentary pay plans in relation to job re- 
sponsibilities. These studies show data by 
industry and size of company.® 

3. A third field in which judgment 
plays a heavy part is in the area of the 
cost of replacing the key man. Here there 
are several specific problems: (a) the 
cost of finding the replacement, (b) the 
salary and other inducements that must 
be paid him, (c) the cost of training the 
new man, and (d) the cost of mistakes 
made by the new man during that learn- 
ing period. The problem is different, but 
equally as complex, if it is planned to ad- 
vance someone within the company. 

An American Management Association 
survey shows that % of the respondents 
require 6 months to fill top management 
jobs, and middle management jobs re- 
quire 3 months, on the average. However, 
some companies have spent a year or 
more filling both top and middle manage- 
ment positions. This same study revealed 
that more than % of the firms employed 
outside management consultants to help 
them find a competent replacement. 
Firms which specialize in this business of 
finding suitable executive replacements 
are referred to as “Executive Search 
Firms” or “Search Consultants”. Almost 
all of them have been created since the 
war and they charge from 10% to 20% of 
the new man’s starting annual salary.® 

The Harvard Business Review reports 

8 Executive Compensation by The Dartnell 
Corporation, Chicago, Ill. This is published as a 
loose leaf service to which additional data is 
added from time to time. 

® “Executives Wanted, The Management Man 


Hunt”, L. Strong, The Management Review, 
Vol. 46, No. 53, p. 68, Feb. 1957. 


on a study which shows that high-invest- 
ment companies (railroads, public utili- 
ties, and petroleum) pay their executives 
relatively low compensation; whereas 
low-investment companies (retail trade, 
chemicals, drugs and auto parts) pay high 
compensation relative to capital invest- 
ment. This study concludes that the 
greater the creative competition within 
an industry (i.e., product, merchandise, 
and service competition as opposed to 
price competition), the higher the com- 
pensation of executives.** Executive Com- 
pensation by The Dartnell Corporation 
would also be of value here because it 
shows actual salaries and other benefits 
paid executives. 

The writer has not found any studies 
concerned with the cost of advancing 
executives within the firm to fill a high 
position vacated by death, as is contem- 
plated in key-man insurance. Undoubt- 
edly the moving-up process which occurs 
throughout the management team, re- 
quires expensive training and compounds 
the probability that costly management 
mistakes will be made all along the line. 


Methods of Appraisal 


For each of the appraised methods 
which follows, a fairly descriptive name 
has been selected. 


Method No. 1. Present Value of 
Loss Earnings 


This method merely calculates the 
present value of the estimated loss in 
annual earnings, should the key man die 
today. 

To illustrate, it may be assumed that 
the key man is age 50, he has 15 years 
until compulsory retirement age, and it 
is estimated that the loss in earnings 
would be $20,000 per year after his death. 
Over the fifteen-year period, the firm 
would lose $300,000 if he died today. But 


* Patton, op. cit. 
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$300,000 is not the present value of the 
loss which the firm will experience. It is 
necessary to determine the principal sum 
which, at an assumed rate of interest, 
would produce $20,000 per year on a 
monthly basis ° for 15 years and be com- 
pletely exhausted at that time. If 3% in- 
terest is assumed, the insurable value of 
the key man’s life today would be $242,- 
022. 
This method is quite satisfactory if it is 
assumed that the key man is absolutely 
irreplaceable with respect to that portion 
of earnings which are attributable to his 
superior performance, because it takes no 
account of the cost of hiring a replace- 
ment. Further, it appears to assume that 
a replacement could not be found, who, 
by his superior ability, could earn any of 
the $20,000 per year within the next 
twenty years. This is not the most usual 
circumstance. It is, however, suited to 
that rare situation in which the key man 
controls a substantial amount of business 
through family, relatives, or close friend- 
ships. 


Method No. 2. Cost of 
Outside Replacement 


This method should involve an estimate 
of the actual outlays necessary to fill the 
position with a new man and training 
him, if necessary, to carry out his duties. 
The cost of mistakes made during the 
training period could be part of this ap- 
praisal method. 

It may be assumed that it would re- 
quire $75,000 in salary and fringe bene- 
fits to replace a key man who now re- 
ceives $50,000 annually. The cost of find- 
ing the man may or may not be turned 
over to an outside firm, but it is assumed 
that there would be about the same ex- 
pense in either case. That cost is esti- 

1° While losses are a day to day occurrence, 
computation which assumes losses to be monthly 


events, seems sufficiently accurate. Throughout 
this paper a monthly basis will be assumed. 


mated to be 10% of the new man’s salary, 
$7,500. The salary inducement in this 
case is expected to attract a man suffici- 
ently capable that profits will not be ma- 
terially reduced, and the business is such 
that there is no allowance made for the 
cost of training or acquainting the new 
man with the position. In fact, it is antici- 
pated that this salary will attract a man of 
such dynamic capabilities that he should 
be able to increase profits by $25,000 
above normal within 10 years. This would 
wipe out his excess cost at that time. The 
value for life insurance purposes in this 
case, could be calculated as follows: 


Finding fee needed 
a eee era $ 7,500 


Excess of new man’s salary 
over present key man 
$25,000 per year for 10 
years—present value at 
SREP en Apa 213,255 


BUSINESS LIFE VALUE 
CP Bis .OGEN 2. co siccsees $220,755 


This method is quite satisfactory on the 
basis of such optimistic assumptions. The 
Dartnell Corporation service, Executive 
Compensation, would probably be a valu- 
able aid to judgment in arriving at the 
salary which would have to be paid to 
secure a replacement with such outstand- 
ing capabilities. It might be argued that 
the present value computation is an un- 
necessary refinement because the $25,000 
yearly excess salary is in reality a rough 
average since the new man will not sud- 
denly increase profits by a total of $25,000 
on the eleventh year. The salary portion 
of this illustration is actually determined 
by the same technique as method number 
1. Had this illustration assumed that 
profits would decrease during the early 
years, the same concept of present value 
of future payments could be employed 
for measuring loss from lowered profits. 





Appraising the Life Value for Key Man Life Insurance 87 


Method No. 3. Capitalization of the 
Key Man's Present Compensation 


Those who propose this method, say 
that the underwriting departments of 
many life insurance companies use five 
times salary as the basis for determining 
the maximum amount of key man insur- 
ance willingly issued, unless factual in- 
formation can be submitted to justify a 
higher amount. They use this underwrit- 
ing rule as a basis for arriving at the in- 
surable value of a key executive. They 
claim that this method is reasonable be- 
cause five times any figure gives the same 
result as capitalizing that figure at 20%, 
and 20% happens to be approximately the 
earnings before taxes of many successful 
corporations. Actually, this method has 
no sound reasoning back of it. The only 
reason for using this method is that it 
happens to produce the maximum amount 
that some companies willingly issue, with- 
out asking questions. It is in no way re- 
lated to the loss, therefore it is unaccept- 
able. 


Method No. 4. Present Value of 
Key Man’s Future Compensation 


It is claimed that salary is a good ba- 
rometer of what a company thinks an ex- 
ecutive is worth. Further reasoning holds 
that if there are two men of equal experi- 
ence and management ability, the 
younger of the two is worth more to the 
company, because he has potentially a 
longer period to earn profits for his em- 
ployer. Both of these are reasonable 
statements, but the second statement is of 
no importance for key man appraisals, 
unless the man is completely irreplace- 
able. 

This method proposes the discounting 
of the key man’s future compensation, 
until retirement or for life expectancy, as 
a measure of his insurable value. The 
calculation recommended is as follows: 


Assumptions....1. Salary... ... $35,000 
> Re Cae 
8. Years until 
retirement .. 20 


$ 35,000 x 20 = $700,000 (total salary) 

$700,000 x .5537* = $387,100 (insur- 
ance proposed ) 

* 5537 is the 20 year discount factor at 3%. 


This can be criticized both as to the 
values employed and as to method of 
calculating the value to be insured. Salary 
is not a direct measure of a key man’s 
value because, if the man cannot earn 
more than his salary, he is not worth be- 
ing insured. Even if the $35,000 were a 
rough evaluation of the executive's worth 
to his employer, (i.e. the portion of salary 
paid for superior performance), it is in 
no way related to his value for key man 
purposes. It neither measures the de- 
crease in profits nor the expenses incurred 
by his untimely death. A more serious 
error in this case is that the company’s 
loss cannot be the discounted value of 
$700,000 twenty years from now. The 
company’s loss is a month by month or 
year by year occurrence, not a loss suf- 
fered at the end of a 20 year period. 


Method No. 5. Executive Team Valuation 
on Profits-Salary Basis ™ 


This name was chosen because this 
method attempts to calculate all profits 
attributable to management ability and 
then allocates these profits to each of the 
members of the executive team. The cal- 
culation then arrives at the amount by 
which profits before taxes would fall off, 
if any one of the executives should pass 
out of the picture. The assumptions rela- 
tive to the executives and their replace- 
ments are as follows: 


11 See “Appraising the Human Asset for Busi- 
ness Life Insurance Requirements,” Robert A. 
Brown, Jr., and Jack O'Neill, The Journal of the 
American Society of Chartered Life Under- 
writers, Vol. XI, No. 4, pp. 340-352, Fall, 1957. 








The Journat of Insurance 











Present executives Replacements 
Years required Productivity 
Salary & to be equally during those 
Title Age Bonus productive early years 
President 55 $ 50,000 3 60% 
Exec. Vice 
Pres. — Sales 45 47,000 4 40% 
Vice Pres. 
Engineering 43 31,000 3 50% 
Vice Pres. 
Mfg. 46 35,000 4 40% 
Vice Pres. 

Research 42 31,000 5 Method employed 
is different—See 
calculation below. 

Secretary-Treas. 37 16,000 We Decided not to 
insure him. 
Total $200,000 


Further assumptions are as follows: 


(a) Income before taxes ............. $1,000,000 
(b) Capital Investment .............. 4,000,000 
(c) Investment in research ........... 400,000 


(d) 5% is a reasonable rate of return 
on capital investment 

(e) Profits attributable to superior management ability are 
directly proportional to the salary paid each executive 
on the team 

(£) Management anticipates 20% rate of return on the 
investment in research. 


Preliminary Calculation “A” — Profits due to Management Ability 


Before tax income ................+.: $1,000,000 
Earnings attributable to capital 


investment, 5% of $4,000,000........ 200,000 


Remainder is profits attributable 
to Management ability ............. $ 800,000 


Preliminary Calculation “B” — Ratio of profits attributable to management 
to executive payroll 


Profits attributable management 
ability—from “A” above 


Total executive payroll 


See. = 4 wl 
$200,000 





From the above preliminary calculations, assumption (e) above indicates that 
profits attributable to each executive are equal to 4 times his salary. 
See first item in each calculation below. 


Final Calculation of each man’s value: 
President: 


1. Compensation $50,000 x 4 — profits 
NN ns o's aig eee kha aie a cued $200,000 
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2. Replacement can earn 60% of $200,000........... 


3. Yearly loss due to his death.................... 


4. Multiply by years required for replacement 
to become equally productive ................ 


FINAL APPRAISED VALUE.................. 


Executive Vice President: 


1. Compensation $47,000 x 4 = profits 
I ne ne we aeae 
2. Replacement can earn 40% of $188,000........... 


8. Yearly loss due to his death.................... 
4. Multiply by years required for replacement 
to become equally productive ................ 


FINAL APPRAISED VALUE...............+.. 


Vice President Engineering: 


1. Compensation $31,000 x 4 = profits 
IIIT, ook ok oi ota nds caweate 
2. Replacement can earn 50% of $124,000........... 


8. Yearly loss due to his death.................... 


4. Multiply by years required for replacement 
to become equally productive ................ 


FINAL APPRAISED VALUE................+.. 


Vice President Manufacturing: 


1. Compensation $35,000 x 4 = profits 
ITTY GIN 60:0 sarata wee anely-eins <b abtetein's 


2. Replacement can earn 40% of $140,000........... 
8. Yearly loss due to his death.................... 
4. Multiply by years required for replacement 

to become equally productive ................ 


FINAL APPRAISED VALUE................+.. 


Vice President Research: 


1. $400,000 invested in research from which manage- 


ment expects eventual 20% rate of return or 
$80,000 per year. 


2. Replacement can earn 30% of $80,000 or $24,000 


leaving yearly loss of profits.................. 


$ 56,000 


3. Multiply by years required for replacement to be- 


come equally proficient ..............++e005: 
FINAL APPRAISED VALUE.................. 


89 








90 The Journal of Insurance 


This method seems reasonably well 
suited to its purpose. Certainly it deals 
throughout with those factors which 
measure the loss sustained in key man 
situations. Furthermore, it breaks the 
problem down to its individual parts. 
Such a technique tends to improve ac- 
curacy. Actually, however, this method 
may be questioned in three respects.'? 
First, it measures profits before taxes, 
which results in the values being ap- 
proximately twice the loss sustained by 
the firm. Death benefits are not taxable. 
Secondly, the loss to the firm is not the 
yearly loss times the number of years 
until the new man is equally as produc- 
tive. The actual loss is the present value 
of the yearly or monthly losses; however, 
it might be argued that, as in method 
No. 2, such computation is an unnecessary 
refinement. Thirdly, during those years in 
which the replacement is becoming 
“equally proficient”, his relative percent- 
age of efficiency must be moving toward 
100%, not remaining constant on some 30 
to 50% figure, until the end of the period. 


Some peculiarities might be mentioned 
with respect to the judgment elements in 
this example. (1) With 5% assumed to be 
a reasonable return on invested capital, 
the illustration attributes all earnings in 
excess of 5% to the management team. 
(2) It assumes that each executive’s con- 
tribution to profits is directly proportional 
to his compensation. These are not de- 
fects in the method, however. In fact, 
they might actually be representative of a 
real life situation. 


#2 Messrs. Brown & O'Neill, who report this 
method, averaged the values derived from this 
method and methods No. 3 and 4 illustrated 
above. They made a serious mistake when they 
chose to average the three methods, because 
methods 3 and 4 are the least acceptable meth- 
ods illustrated in this summary. Method No. 5 
appears to be reasonably sound, but one does 
not improve accuracy merely by taking an aver- 
age, particularly if two of the figures have no 
bearing on the problem at hand. 


Basic Principles 

As was stated above, any appraisal is 
an estimate or opinion of value, arrived 
at by the application of experience and 
judgment to the best principles known. 
At this stage in our knowledge of apprais- 
ing human life value for key man life in- 
surance purposes, the following appear to 
be the best principles: 


(1) There is no need to appraise a hu- 
man life value for insurance purposes un- 
less the firm stands a reasonable chance 
of suffering a significant loss in case of the 
death of the individual concerned. 

(2) The appraisal should be concerned 
only with those factors which measure 
the potential loss to the company, e.g., 
lowered profits or increased costs. 

(3) Judgment factors should be left 
to those who are intimately acquainted 
with the peculiarities and problems of the 
firm and the abilities of the key man 
whose life value is being appraised. 

(4) As an aid to judgment, full use 
should be made of studies bearing on the 
problem, up-to-date financial compari- 
sons of the subject company with other 
firms, Dartnell’s Executive Compensation 
service, and other pertinent data. 

(5) The method or formula employed 
should be one which logically aids the 
judgment factor. In other words, a fancy 
formula which obviously does not reflect 
a proper weighting of the judgment items, 
cannot be justified. 

(6) The method should break the 
problem down into its several parts, par- 
ticularly as respects judgment items. 


Any method of appraising life values 
for key man life insurance purposes which 
does not adhere to such sound principles 
can be nothing more than a guess. How- 
ever, key man policies are often sold in 
amounts which are determined by con- 
jecture. This sometimes arises from the 
fact that the amount is determined by a 
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sales technique of the agent, rather than 
by sound appraisal principles. One such 
interesting sales technique is reported 
below. 


A Sales Approach 


The life underwriter who reports this, 
as a method of increasing the size of sales, 
says that he accidentally stumbled onto 
the idea. He had just successfully com- 
pleted an interview with the president of 
a broadcasting company and an applica- 
tion for $50,000 on a young disc jockey 
had been signed. The agent was afraid 
that he might have trouble justifying an 
insurable interest for so much insurance 
on a disc jockey. To protect himself, he 
showed the president the question on the 
back of the Corporate and Absolute Own- 
ership form, which asks for a complete 
statement on the purpose of the insur- 
ance. He asked the president to take a 
sheet of his own stationery and list the 
disc jockey’s responsibilities, achieve- 
ments, and future responsibilities. Here 
is what was listed: 


(1) He has a free (uncensored) micro- 
phone for longer than any man in radio. 
This entails a tremendous responsibility 
on his part, to the public, the sponsor, and 
to us. 

(2) The program has moved from 10th 
place in the rating system to one of the 
leaders for the time he is on the air. 

(3) The response has been so good 
that extra secretarial help has been hired 
to handle his fan mail. 

(4) Several new sponsors have pur- 
chased time. 

(5) Our advertising has been sold for 
a year in advance. 

(6) He has been given national recog- 
nition by our biggest sponsor, which 
brought our company excellent publicity. 

(7) We have been able to raise our 
advertising rates. 


(8) We are now considering a tele- 
vision program for him. 


When the president read this aloud, he 
exclaimed, “Why, this man’s worth more 
than $50,000.” The application was raised 
to $200,000. The agent says that he em- 
ploys this technique now regardless of 
the amount determined in advance. He 
points out that this technique gives the 
employer a clearer picture of the key 
man’s value.'* It does do that, and it may 
help to arrive at a value which is as ac- 
curate as can be expected, if the prospect 
is unwilling to apply sound principles and 
some serious thinking. However, if this 
technique does not embody those sound 
principles which are essential to an ac- 
ceptable appraisal, the $200,000.00 in this 
illustration is still a guess. 


Problems and Suggestions 


The life insurance agent should not be 
condemned for employing a sales tech- 
nique to arrive at a value which could 
more accurately be determined by a 
sound appraisal method. Two principal 
problems stand in the way of a scientific 
approach to the determination of key man 
life insurance values. First, there are in- 
sufficient data available, and too little 
research has been done in this area to 
produce handy reliable aids to the judg- 
ment factor in appraisement. Secondly, 
this insufficiency of handy tools makes it 
imperative that the person to whom the 
agent is selling, or others within the firm, 
do a considerable amount of arduous re- 
search in order to arrive at the judgment 
figures which could be used in a sound 
method of appraisal. Usually the business 
man is unwilling to devote so much effort 
toward achieving accuracy, at least, this 
is true with respect to appraising property 
values. The owner of real property usually 


13H. N. Howard, “How to Get More Money 
from the Key Man Sale,” Rough Notes, Vol. 100, 
No. 56, July, 1957. 
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calls in expert appraisers to determine 
property values. 

In the field of property valuation, there 
are specialists who appraise all kinds of 
property for numerous purposes. These 
appraisers make use of many tools, such 
as up to date construction cost indexes 
and depreciation tables. These indexes 
and tables are refined to reflect type of 
construction, area of the country, and 
local differences in costs. In difficult situ- 
ations, the appraiser may ascertain an 
average of two or more appraisal meth- 
ods. 

If the appraisal of human life values 
for business insurance purposes is to 
achieve anything resembling a scientific 
approach, data will have to be developed 
which can be used by those who special- 
ize in such appraisals. The executive 
could then buy an expert appraisement. 
Although not exhaustive, the following is 
a list of some areas in which there is need 
for the kind of research which will pro- 
duce tools useful to human life value ap- 
praisement: (1) Profits and financial ratio 
comparisons of companies, by industry 
and by size. (2) Relationships between 
executive compensation and profits of 
companies, by industry and by size. (3) 
The amount by which unexpected termi- 
nation of key executives services de- 


creases profits. (4) The cost of finding 
executive replacements. (5) Salary and 
other inducements required to attract 
competent executives. (6) The cost of 
training newly hired executives. 

In conclusion, the need for reappraisal 
should be mentioned. Keeping the 
amount of life insurance equal to the need 
is no different in the case of key man life 
insurance than in estate planning or in the 
insuring of property values. Values do 
change. The true key man’s skill will 
usually improve and will often demand a 
higher valuation as time passes. However, 
many factors may operate to diminish the 
key man’s life value for insurance pur- 
poses. Examples are: technological 
achievements of competitors, general eco- 
nomic conditions, nearing of the key 
man’s retirement date, and efficiency of a 
man in training for the key man’s posi- 
tion. 

Since permanent insurance will often 
be used in key man cases, the firm might 
be very hesitant to surrender a part of 
the insurance when the key man’s value 
for insurance purposes, diminishes. In 
such instances it might be wise to divert 
the insurance to deferred compensation 
purposes. This would involve a whole 
new approach to valuation and is the 
subject of another paper. 




















LIFE INSURANCE: A STUDY IN LOCATION OF INDUSTRY 
D. L. MacDonaup 
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The perplexing question as to why an 
industry does not flourish in an area, 
seemingly as favorable to it as are others 
in which it has prospered, may be raised 
in any state with reference to many in- 
dustries. This article is the product of 
effort to learn why one state’s portion of 
one industry is exceedingly small in com- 
parison with the portions domiciled in 
otherwise comparable states. Specifically, 
it represents effort to determine why the 
segment of the life insurance industry 
based in Michigan is dwarfed by the seg- 
ments based in Ohio and Indiana. 

If pattern of economic activity were the 
principal factor in the locating of life in- 
surance companies, Michigan’s domestic 
life insurance business would rival in size 
that of each of its neighboring states, for 
the economies of the three have been 
quite similar for more than a half-century. 
That other forces have governed is indi- 
cated by the fact that at the close of 1958, 
life insurance in force in companies domi- 
ciled in Michigan, Ohio and Indiana ap- 
proximated $1.0 billion, $11.7 billion and 
$14.2 billion, respectively. Similarly, while 
assets of Michigan life insurance com- 
panies amounted to $56.7 million, those 
of Ohio and Indiana companies totaled 
$2.3 billion and $1.9 billion, respectively. 

Rejecting—at least for the moment— 
the thesis, “it just happened that way,” 
we shall search for an explanation in the 
two key periods in the history of mid- 
western life insurance. The first covered 
the years 1906-1911, the second, the de- 
pression of the thirties. 

The 1906-1911 period was one of con- 


siderable activity in the area of organiza- 
tion of midwestern life insurance com- 
panies. Lurid press reports of the New 
York legislature’s “Armstrong Investiga- 
tion” in 1906, of the practices of large 
eastern life insurance companies had con- 
vinced numerous midwestern opportun- 
ists that public disillusionment with east- 
ern companies offered an extraordinary 
opportunity to establish wholesome, mid- 
western companies. During this period, 
the number of Ohio companies increased 
from three to eleven and that of Indiana 
companies, from six to twenty. In Mich- 
igan the increase was from two to six. 


Evaluation of “Explanations” 


The opinions most frequently offered in 
explanation of the comparative absence of 
promotional activity in Michigan during 
the post-Armstrong period are these: 


1. Concentration of enterprisers in 
Michigan upon the auto industry to a 
much greater extent than in Ohio and 
Indiana; 

2. Scarcity in Michigan of promotion- 
minded men experienced in life insurance 
company administration; 

3. Scarcity in Michigan of domestic 
life insurance companies sufficiently pros- 
perous to inspire imitation; and 

4. Deficiencies of Michigan as a mar- 
ket for life insurance. 


None of these survives close considera- 
tion. Venturesome Michiganders were in- 
trigued indeed by auto manufacturing, as 
indicated by their organizing of twenty 
companies prior to 1910. Ohio and Indi- 
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ana residents, however, were by no means 
indifferent to the automobile. Eleven com- 
panies had been organized in Indiana and 
seventeen in Ohio prior to 1910. And 
while eight auto companies were being 
established in Michigan during the four 
years following the Armstrong investiga- 
tion, five were being founded in each of 
the other two states. 

That life insurance promoters of the 
post-Armstrong period were not princi- 
pally men with extensive home office ex- 
perience is indicated by the backgrounds 
of the guiding spirits behind the forma- 
tion of representative Ohio and Indiana 
companies: company “A”—lawyer; com- 
pany “B”—professional stock promoters; 
company “C”—banker, industrialist, edu- 
cator, physician; company “D”—fire in- 
surance executive; company “E”—former 
accident and sickness insurance execu- 
tives; company “F”—businessmen, bank- 
ers, attorney and former life insurance 
agent; company “G”—businessmen, at- 
torney, physician and former life insur- 
ance agent. Michigan entered the post- 
Armstrong period with fewer domestic 
companies than Ohio and Indiana and 
thus, ostensibly, a lesser supply of execu- 
tives to staff new companies. In view of 
the backgrounds of Ohio and Indiana 
promoters, however, that lack probably 
was not a barrier to the founding of com- 
panies. 

Undoubtedly, the prosperity of Ohio's 
Union Central Life Insurance Company, 
established in 1867, encouraged some pro- 
moters to organize other companies in 
Ohio. However, although that company 
was by far the midwest’s largest life in- 
surance company at the close of 1905 and 
although Indiana had no sizeable do- 
mestic stock companies at that time, more 
companies were founded in Indiana than 
in Ohio during the following five years. 


The Market Situation 
Most of the promotions of the post- 


Armstrong period were aimed initially at 
the selling of insurance in local markets. 
According to some commentators, Michi- 
gan residents constituted an inferior 
group of prospects by reason of (1) occu- 
pations, (2) foreign origins and (3) anti- 
insurance attitudes. That theory, too, 
gives way under study. Assuming that 
persons in the professions, in trade and 
transportation, and in manufacturing and 
mechanical pursuits made up the bulk of 
the market for life insurance, Michigan 
prospects in 1900 numbered 343,394, as 
compared with 331,284 in Indiana and 
692,931 in Ohio. These differences seem 
unrelated to the differences in company 
promotions during the post-Armstrong 
period. The fact that 22.4 per cent 
of Michigan’s population in 1900 was of 
foreign birth, while only 11 per cent of 
Ohio residents and 5.6 per cent of Indiana 
residents were not native-born, also seems 
immaterial. More than half of Michigan’s 
foreign born had emigrated from the 
British Isles or English-speaking Canada 
—areas which probably were as insur- 
ance-conscious as our midwest. Further- 
more, the fact that numerous flourishing 
fraternal life insurance associations were 
catering to European-born Michiganders, 
indicates that such persons were not dis- 
interested in life insurance. 

The contention that decades of concen- 
tration upon lumbering and mining in 
Michigan had spawned a citizenry which 
was peculiarly improvident and suspicious 
of institutions such as life insurance, is 
refuted by the fact that Indiana, with 
extractive industry a comparatively insig- 
nificant element of its economic history 
and with a slightly larger population than 
Michigan, in 1900 was the source of pre- 
miums in the amount of $5.7 million, 
while Michigan was the source of $6.1 
million in such payments. Similarly, an 
alleged inclination in Michigan residents 
to scorn domestic financial enterprises in 
favor of Eastern concerns, probably was 





























Life Insurance: A Study in Location of Industry 95 


not an important deterrent to the organiz- 
ing of life insurance companies. Promo- 
tion-minded persons were aware that 
Michiganders were sufficiently enthusi- 
astic about insuring locally, to support 31 
domestic fraternal life insurance associa- 
tions while Ohioans were patronizing 
only 15 such organizations. 


The Principal Reasons 


Three conditions seem to account 
for the comparatively small number of 
foundings in Michigan during the post- 
Armstrong period. One was the greater 
difficulty of establishing life insurance 
companies in Michigan than in Indiana, 
by reason of more stringent statutes per- 
taining to incorporation.' Particularly sig- 
nificant was the requirement that new 
Michigan companies deposit $100,000 in 
securities with the state, before com- 
mencing business, as against the Indiana 
requirement of $25,000 in such deposits. 
In addition, Michigan companies could 
accept business only after their original 
stockholders had paid for $100,000 of 
capital stock, while new Indiana com- 
panies could have up to 50 per cent of 
their $100,000 of stock outstanding on the 
basis of subscriptions. 

Another factor was the devotion of 
Michigan residents, both native and for- 
eign-born, to the form of life insurance 
provided by fraternal organizations. In 
1905, Michigan residents purchased 127 
per cent more coverage in such associa- 
tions than did Ohioans, despite the fact 
that the latter were 72 per cent more 
numerous. Michigan residents, in fact, 
purchased slightly more coverage in fra- 
ternal organizations than in stock com- 
panies. With the institution of fraternal 
life insurance so widely supported in 
Michigan, even the sensational disclosures 
of the “Armstrong Investigation” could 
generate little enthusiasm for promoting 


1 The Ohio statutes were similar to those of 
Michigan. 


new life insurance companies. 

The third difference was in the atti- 
tudes of the state insurance departments 
with respect to the policing of promotions 
of new companies. While the statutes 
were intended to prevent scoundrels from 
organizing companies, they constituted 
only minor obstacles to some such per- 
sons. As observed in 1910 by the Superin- 
tendent of Insurance of New York: 


“During recent years promoters and 
stock salesmen, particularly in the western 
and southern states, have been very active 
in the organization of insurance corpora- 
tions, their claims usually involving the 
procurement of a charter authorizing a 
large capitalization and the solicitation 
of funds with which to make up the cap- 
ital through the sale of stock in small de- 
nominations, to people of modest circum- 
stances through the means of attractive 
advertising and glib agents. Many of 
these schemes have proved to be fakes 
and even the best of them have resulted 
in the initial capital being reduced by a 
promotional expense of from 15 to 40 per 
cent.” 


The Influence of 
Commissioner Barry 


In Michigan, during the post-Armstrong 
years, the statutes were sturdily rein- 
forced by an exceptionally alert, active 
and responsible state insurance depart- 
ment. The Department's dedication to the 
cause of sound insurance, in fact, seems 
to have been the principal factor in the 
relative absence of promotional activity 
in the state. From 1900 until 1910, the 
Commissioner was James V. Barry, out- 
standing among commissioners of the 
period for his purposefulness, vigilance 
and energy.” 

2 Indicative of the feelings of the insurance 
press toward Barry were these comments: 
“Neither Michigan nor any other state has ever 
had a more efficient Insurance Commissioner 


...” “Mr. Barry . . . not only places the Insur- 
ance Department on a higher plane than it ever 
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Although Michigan statutes prescribed 
no way for the Department to block the 
establishment of a company, if the pro- 
moters had complied with the statutory 
requirements, Barry was able to discour- 
age some promotions which he regarded 
as unsound. An insurance periodical de- 
scribed his thinking on the subject as fol- 
lows: “As regards concerns promoted 
solely in the interest of the promoters Mr. 
Barry believed that if the public were in- 
formed in each instance as to the commis- 
sion to be paid the promoter, a vast 
majority of professionally promoted proj- 
ects would never materialize as com- 
panies.” As a former representative of the 
Associated Press in Lansing, he was in a 
position to use publicity strategically. In 
the words of an assistant actuary in the 
department during his regime, “. . . Barry 
did some effective work by giving news 
stories to the newspapers.” In the main, 
however, the threat of his use of publicity 
sufficed to divert unscrupulous promoters 
to other fields.*: ¢ 


had occupied before, but gave it a commanding 
position among the insurance departments of 
this country . . .” Commissioner Barry, moreover, 
was backed by men of exceptional ability. Two 
of his subordinates, Walter E. Otto and Robert 
K. Orr, later headed casualty insurance com- 
panies. Another, Nelson B. Hadley, was de- 
scribed years later by a former colleague as 
“. . . probably the most brilliant insurance man 
in the country.” 

3The Department failed in one instance to 
detect an absence of scruples in promoters. 
Michigan State Life Insurance Company was 
one of three companies organized during the 
period by a pair of opportunists who for several 
years mulcted gullible investors by paying 16 
per cent dividends from proceeds of sales of 
stock. Their maneuverings, however, did not 
involve the stock of Michigan State Life Insur- 
ance Company—their sole promotion in the field 
of insurance. Furthermore, the chicanery began 
after the establishment of the life insurance com- 
pany. 

* Indicative of mutterings against his tactics 
was this somewhat defensive statement in his 
1909 report to the governor: “I have no quarrel 
with new companies. On the contrary I believe 
that if properly organized and managed, they do 
much good.” 


Attitude of Ohio and Indiana 
Insurance Departments 


That the Ohio and Indiana departments 
did not labor to devise ways to reinforce 
the statutory barriers to chicanery in pro- 
motions of companies, is suggested by the 
following sample comments in Best's Life 
Insurance Reports (1912) upon Ohio and 
Indiana foundings of the post-Armstrong 
era: 

“The selling price was arbitrarily in- 
creased to $50 per share (five times the 
par value) about the middle of 1911... . 
We pointed out at the time that the stock 
could not possibly have any such value. 
According to the subscription agreement, 
25% of the selling price could be used for 
organizational expenses, and at the high 
prices charged for the stock this allowed 
a grossly excessive amount for the pro- 
moters.” 

“At the outset (the promoter) advised 
us there would be no subsidiary com- 
panies connected with the promotion of 
the Toledo Life, and that it would not 
employ any schemes whatever. Notwith- 
standing this, there was formed in Chi- 
cago .. . a concern known as the Under- 
writers Securities Corporation. . . . The 
management of the two companies is 
practically identical . . . the principal ob- 
jection to the scheme of this concern 
(Underwriters Securities Corporation) is 
the fact that it is openly formed for the 
purpose of making large and easy profits 
at the expense of stockholders of life in- 
surance companies which have not been 
successful as separate institutions. Further 
information concerning the record of its 
active managers will be furnished to sub- 
scribers . . . in the form of a confidential 
report.” 

“, .» The Insurance Department of New 
York attempted to investigate the Reliable 
Life Securities Company and the Reliable 
Life Assurance Company at the office of 
Hoadly and Miller. . . . (The Company in 
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1909 had entered into a contract with 
Hoadly and Miller, under which the latter 
bought in nearly all of the original issued 
stock at par for resale through their Re- 
liable Life Securities Company.) The ex- 
aminer was refused access to the books 
of the firm. . . . We have endeavored to 
induce the Indiana Insurance Department 
to investigate those two concerns but it 
answers vaguely and shows a singular re- 
luctance to do its duty in this instance. 
. . . We are informed that the stock was 
sold by Hoadly and Miller at $20 and $25 
a share, although at the time it was worth 
about $4.00 a share. It would be interest- 
ing to know what representations were 
made to induce investors to buy it at five 
or six times its real value. The incorpora- 
tors [of Reliable Securities Company] 
were dummies in the office of a lawyer 
who has been identified with numerous 
doubtful ventures, and has come in 
for considerable criticism from various 
sources, including the Post Office Depart- 
ment.” 

Despite such maneuverings in most of 
the Ohio and Indiana promotions of the 
period and the almost total lack of life 
insurance experience in those conducted 
by men of principle, the majority (twelve 
of twenty-two) of the companies, through 
transfusions of honesty, conservatism, and 
experience, survived their shaky begin- 
nings and rank today among the country’s 
most stable life insurance companies. 
Four others merged with or were pur- 
chased by other companies while in sound 
financial condition. 

Thus, we reason that such atypical 
qualities of the Michigan Insurance De- 
partment of a half-century ago as devo- 
tion to ideals, vigilance and resourceful- 
ness, account in substantial measure for 
the comparatively stunted condition of 
the state’s life insurance industry today. 


Depression Experience 
Michigan’s standing with respect to 


domiciled life insurance industry reflects 
also the ravages of the Great Depression. 
Of the seven Michigan companies operat- 
ing in 1930, only two survived the follow- 
ing decade. Seven of the ten Indiana 
companies active in 1930 emerged from 
the depression, while nine of Ohio’s 
eleven companies survived. Particularly 
distressing in the Michigan experience 
was the fact that its largest company was 
among the failures. 

Differences of two sorts seem to ac- 
count for the dissimilarities in failure 
rates. One was in quality of management 
attracted and developed during the ’twen- 
ties. An observer of the Michigan failures, 
diagnoses the collapses of three of the 
companies in these words: Company “A” 
—“died of mismanagement”; Company 
“B’—“milked by the officers”; Company 
“C”"—“overboard on farm mortgages.” 
Four of the five casualties had lent 
heavily upon the security of mortgages on 
Michigan real estate, despite the fact that 
values of real estate in southern Michi- 
gan, reflective of the surges and slumps 
of the auto industry, long have been rec- 
ognized as among the most unstable in 
the United States. 

The concentration upon Michigan 
mortgages was due principally to a spec- 
ulative outlook in the managements of the 
companies. Enthusiasm for speculation is 
an incongruity in an industry offering 
contractual guarantees to which policy- 
holders anchor the economic futures of 
their dependents. However, according to 
officers of Ohio and Indiana survivors of 
the depression, managements of Michigan 
companies had been influenced by the 
contempt in the auto industry for modest 
returns. A bond yield of 4.5 per cent was 
unimpressive indeed in comparison with 
the spectacular gains possible through 
appreciation of industrial shares. Because 
their companies were largely barred by 
statute from investment in stocks, invest- 
ment officers scoured the mortgage mar- 
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ket as the next most enticing area of in- 
vestment. They sought and found loans 
offering better than the going rates of in- 
terest. With the plunge into depression, 
the reasons for such rates became pain- 
fully apparent. 

The second difference was in the atti- 
tudes of the insurance departments as to 
their duties in financial crises encountered 
by domestic companies. Illustrative of the 
significance of the departments’ attitudes 
were the experiences during the depres- 
sion of Union Central Life Insurance 
Company and American Life Insurance 
Company—the largest life insurance com- 
panies in Ohio and Michigan, respec- 
tively. Both entered the period with most 
of their assets in the form of real estate 
mortgages.® In line with its management's 
faith in the stability of values of midwest- 
ern farm properties, Union Central held 
loans on farms amounting to 88 per cent 
of its mortgage portfolio. When the de- 
pression made necessary hundreds of 
foreclosures, the Company suffered dis- 
tressing devaluation of assets, for Ohio 
law required the carrying of foreclosed 
holdings at their market values.* Adding 
to the difficulty was a statute limiting to 
five years the period for which foreclosed 
properties could be held. The effect of 
that statute, of course, was to require 
sales at sacrificial prices. A moratorium 
upon the remedy of foreclosure—denying 
mortgagees the right to attempt salvage 
under defaulted loans—pushed the Com- 
pany deeper into difficulty. By the close 
of 1985 it was approaching insolvency. Its 


5 Union Central’s mortgages amounted to 64 
per cent of its assets at the beginning of 1930, 
with policy loans (21 per cent) as the only other 
sizable segment. American Life’s mortgages 
constituted 66 per cent of its assets and its policy 
loans, 18 per cent. 


6 Indicative was the decline in mortgage loans 
of $38,315,196 between the close of 1929 and 
the close of 1932, while the increase in real 
estate holdings (including virtually all of the 
foreclosed properties) amounted to only $27,- 
225,165. 


books indicated a surplus of $8,009,010, 
but that figure reflected such “assets” as 
past-due interest on mortgages, arrear- 
ages of real estate taxes, and foreclosure 
expenses. Past-due interest amounted to 
$4,925,625, and during 1935 alone the 
mortgage account had been extended to 
include tax arrearages and foreclosure ex- 
penses in the amount of $1,907,209. 
Action in Ohio 

Into the crisis moved the Ohio Division 
of Insurance, with three remedies. The 
first was a waiver of the five-year limit 
upon the holding of property acquired 
through foreclosures. The second was a 
ruling enabling the Company to value 
foreclosed properties on the basis of ap- 
praisals reflecting some measure of op- 
timism as to the future condition of real 
estate markets. The third was the placing 
of the Company under an informal re- 
ceivership through which the Division 
exerted tight control over costs and divi- 
dends. Those measures were by no means 
the sole factor in the Company’s eventual 
full recovery of financial health. New 
York’s influential Department of Insur- 
ance, in behalf of the residents of that 
state who held Union Central policies, 
sanctioned the emergency valuations of 
real estate after deciding that the Com- 
pany was inherently sound. Years of dili- 
gent and resourceful effort by Company 
officers also were essential. Nevertheless, 
had the Division of Insurance not taken 
heroic action, Ohio’s oldest and largest 
company quite likely would have failed. 


Men and Disaster 

Unlike its Ohio counterpart, the Amer- 
ican Life depression-era story was one of 
disaster. Essentially, it was the story of 
the characters and methods of two men— 
Company president Clarence Ayres and 
Michigan’s Commissioner of Insurance, 
Charles E. Gauss. Ayres so dominated the 
Company throughout its history that the 
two were virtually an entity. He founded 
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the predecessor company, Northern As- 
surance, in 1907. Exceptionally favored 
for insurance administration with intelli- 
gence, persuasiveness, charm, and sales 
sense, in his early years as an insurance 
executive he drew numerous comments 
from the press such as the following: 
“Conservatism is President Ayres’ motto 
and he has adhered to this principle in 
the directing of all the Company’s affairs. 
This is notably true in the matter of in- 
vestment of its funds . . .” Time proved, 
however, that he was one of the least con- 
servative men ever to head a sizable life 
company. One of his associates in Amer- 
ican Life describes him as addicted to 
speculation. By reason of such character- 
istics in its president, American Life en- 
tered the great depression with 60 per 
cent of its assets in the form of mortgages 
on Detroit real estate. 

Commissioner Gauss became displeased 
with Ayres’ methods when he learned 
that the Company’s assets included over- 
due interest, tax arrearages, and fore- 
closure costs. He became more concerned 
as he began to examine the shadowy rec- 
ord of American Life’s loans on citrus 
farms in the Rio Grande Valley. Ayres 
had chanced upon the Valley's invest- 
ment possibilities and had led the Com- 
pany into a series of speculative loans, be- 
ginning in 1927. Despite Gauss’ distaste 
for the loans, the Company continued to 
increase its commitments until by the 
close of 1933 its mortgages on farms in 
the Valley amounted to 33 per cent of its 
portfolio and those mortgages plus the 
foreclosed Valley properties constituted 
21 per cent of its total assets. Certain 
that the Company was approaching fail- 
ure, the Commissioner demanded in 1932 
that the Company at once slash executive 
salaries and dividends and urged that the 
Rio Grande holdings be reduced. In 1934 
he was abruptly removed from office 
when a new governor came into power. 
He was embittered not only by the 
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abruptness of his dismissal, but also by 
the naming of a commissioner known to 
be friendly toward Ayres and by the 
consequent prompt lifting of the restric- 
tions indicated above. When he regained 
office in 1937, he was something less than 
tolerant of Ayres’ philosophy and prac- 
tices. 

In 1937 American Life underwent its 
triennial examination by representatives 
of insurance departments of several of the 
states in which it operated, with examin- 
ers of the Michigan Department as the 
principal investigators. The examiners 
found capital impaired in the amount of 
$2,152,962. The deficiency reflected their 
opinions that real estate and mortgages 
were over-valued by $1,444,319 and that 
interest overdue on mortgage loans for 
more than two years was not an allowable 
asset.’ Their estimate as to the value of 
the real estate reflected the findings of a 
local appraiser—regarded by officers of 
the Company as an extreme pessimist— 
whom they had hired to value a cross 
section of the Detroit-area holdings. 

During the year preceding the exam- 
iners’ report, the Company’s earnings 
rates—on the basis of the values decreed 
as inflated—were as follows: real estate— 
6.9 per cent; mortgages—6.5 per cent; 
bonds—2.9 per cent. On the basis of the 
written-down values the earnings rates 
were 9.3 per cent, 6.9 per cent, and 5.3 
per cent, respectively. Even the foreclosed 
Rio Grande holdings produced earnings 
of approximately 2 per cent. The Com- 
pany met its expenses for the year with- 
out particular difficulty; its revenues ex- 
ceeded expenditures by $350,125. The 
examiners, however, dismissed those re- 
sults with the following appraisal: “The 
real estate . . . lacks permanent earning 
power.” 

Shortly after the submission of the re- 
port, the Commissioner filed a petition 


7 The examiners also found bonds to be over- 
valued by $513,654. 
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with a circuit court judge requesting that 
the Company be required to show cause 
why a receiver should not be appointed 
to supervise its liquidation and thereby 
set in motion the tragic proceedings of 
dissolution of a life insurance company. 

To criticize the Commissioner, on the 
basis of hindsight, for failure to employ 
extraordinary measures to save a com- 
pany he believed beyond repair, would 
be presumptuous. Little credible evidence 
in early 1938 pointed to the outbreak of 
the war which, by lifting the nation out 
of depression, was to increase values of 
real estate and real estate mortgages. 
Nothing in the law of Michigan em- 
powered the Commissioner to depose a 
president in an effort to salvage a com- 
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pany. Furthermore, the American Life 
situation—unlike its Ohio counterpart— 
was only one of five such crises to con- 
front the Commissioner. Nevertheless, 
we may conclude that the fact that the 
Commissioner’s conception of his job did 
not include the taking of extra-statutory 
measures for the purpose of pulling dis- 
tressed companies through the depression, 
in combination with the fact that the 
conception held by a commissioner of 
three decades earlier had included the 
taking of extra-statutory measures to pre- 
vent the formation of unsound companies, 
explains in large part the stunted condi- 
tion of Michigan’s domestic life insurance 


industry. 
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Question 1. Is there a “liberal” approach 
to collegiate insurance education? If so, 
what are its strengths and weaknesses as 
an integral part of the collegiate educa- 
tional experience? What should be the 
content of this approach and by what 
methods can this goal be achieved? 

In order to decide if there is a “liberal” 
approach to collegiate insurance educa- 
tion, Group A attempted first to define a 
liberal approach. It was agreed that such 
an approach would involve a number of 
specific characteristics. 


(1) A course can be called liberal if it 
involves the preparation of the student 
for an appreciation of the general culture 
in which he lives. To be liberal, insurance 
courses would need to place emphasis on 
social viewpoints and the social and eco- 
nomic significance of insurance. 

(2) A liberal course should involve a 
stretching of the student’s mind. He must 
learn to embrace new ideas and the tech- 
niques of problem solving. 

(3) The scope rather than the nature 
of the subject matter is a determinant of 
Note: Following an Orientation Address on this 
subject, at the December 1959 Annual Meeting 
of the Association, a workshop session was sched- 
uled. The reports here printed are based upon 
the workshop discussions. It is planned that fu- 


ture issues of The Journal will present additional 
material on this important subject. 


a liberal course. For example, a course in 
biology is generally considered liberal, 
while a course involving the study of ants 
is probably not liberal. Since there is 
nothing inherent in any subject matter to 
make it liberal, a liberal insurance course 
must be broad in scope. 

(4) A liberal course must involve some- 
thing other than vocational training. Thus 
the usefulness of a liberal insurance 
course must be considered in terms of a 
lifetime rather than in terms of training 
for the first job or of early promotions. 


In view of the characteristics described 
above, it was agreed that a liberal insur- 
ance course might have to use the risk 
bearing and risk analysis approach. Even 
with considerable scope of subject mat- 
ter, an insurance course could not be lib- 
eral if it involved primarily the memori- 
zation of a host of unrelated facts. The 
liberal approach should emphasize the 
problems rather than solutions. For ex- 
ample, the liberal treatment of life insur- 
ance settlement options might place the 
emphasis on the social and economic 
position of the family rather than on the 
description of the options available. 

The main strength of a liberal insur- 
ance course lies in its usefulness to the 
student in his every day life. It would 
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therefore be appropriate as a part of any 
general education program. 

The liberal approach to insurance edu- 
cation has two significant weaknesses. 


(1). If this approach fails to frame its 
ideas in terms of significant facts about 
insurance, it produces an ineffective 
method of teaching. The influence of the 
individual teacher is thus all-important, 
because his teaching technique must be 
appropriate for the liberal approach. 

(2) This method cannot come to grips 
properly with the advanced specialized 
courses in insurance. The courses to be 
required of students with a major in in- 
surance must be professional in nature. 
A school of business therefore should 
have two purposes: (1) to provide liberal 
arts courses as part of a general educa- 
tion, and (2) to provide professional 
courses in a variety of fields, including 
insurance. 


Question 2. What criteria should be ap- 
plied to any subject which is proposed 
for inclusion in the curriculum of the 
business college, and how well does in- 
surance satisfy these criteria at the under- 
graduate level? 

The members of the group agreed that 
criteria should be developed for three 
types of business courses—professional, 
general business, and general education. 
Some criteria would apply only to spe- 
cific types. The following criteria should 
be applied to all types of courses: 


(1) Each course should have subject 
matter that is different from that avail- 
able in other courses. 

(2) The body of knowledge involved 
in a course should be difficult enough to 
challenge the top level students. 

(3) A competent teacher must be avail- 
able. 

(4) Acceptable teaching materials 
must be available. 

(5) The course must have an adequate 
potential enrollment of quality students. 
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(6) The course should fit the over-all 
objectives of the entire college. 


The following additional criteria should 
be applied to the general business and 
general education courses: 


(1) The course should be useful to a 
large number of students. The general 
education type of course would logically 
appeal to a greater number of students 
than would the general business course. 

(2) The course should be of a prac- 
tical nature for students with a wide 
range of interests. 

(3) Both general business and general 
education courses should emphasize the 
problem-solving approach, to make allow- 
ance for the fact that persons do change 
occupations and the occupations them- 
selves change with the passing of time. 


Insurance at the undergraduate level 
can satisfy these criteria as well as any 
business course. As with any business 
course, the insurance course must be 
properly taught in view of its objective. 
Question 3. Describe the content and 
methods used in the risk bearing and risk 
analysis approach to collegiate insurance 
education. What are the basic strengths 
and weaknesses of this approach? 

A risk bearing approach to collegiate 
insurance education involves the placing 
of emphasis on the methods of handling 
the various risks faced in business and 
life in general. This approach should 
stress decisions on coverage which have 
to be made, and the relationship between 
losses and premium rates. A certain 
amount of contract analysis should be in- 
cluded to make the course practical in 
nature. 

The risk analysis portion of such a 
course would be concerned with the dis- 
covery and evaluation of exposures to 
loss. 

The principal strength of this approach 
stems from the fact that it is basically a 
liberal approach to insurance education. 
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Its usefulness can be long-range as well 
as immediate, provided the course is 
properly taught. 

The main weakness of this approach 
comes from the lack of suitable teaching 
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materials. With respect to advanced in- 
surance courses designed for insurance 
majors, the risk analysis and risk bearing 
approach is not as effective as traditional 
methods. 


Group B 
Joun D. Lone, Chairman 


Indiana University 


Grant M. Ossorn, Secretary 


Arizona State College 


Since the college of business is but part 
of a university, it would seem that the 
criteria developed for courses to be in- 
cluded in the curriculum of the former 
should be in harmony with those devel- 
oped for the latter. Some qualification of 
these general criteria may be permitted 
for business courses, in recognition of the 
role of a professional school. 

Among the criteria which most col- 
legiate courses should meet is that of 
rigorous intellectual stimulation. No 
course should permit the student to take 
a mental vacation during the class period. 
Nor should the alert student be able to 
master the material by class attendance 
alone. There should be need for analysis 
and organization of the material pre- 
sented, as well as the development of re- 
lationships between it and other relevant 
information. Perhaps this requirement 
pertains more to the conduct of the course 
(method of teaching, types of examina- 
tions and the challenge presented by 
them, etc.) rather than to the content of 
the course itself. Frequently, otherwise 
excellent courses present little stimula- 
tion because of a dull presentation, com- 
bined with inadequate demand upon the 
student. 

And should not the most liberal of 
courses serve some useful function? Can 





any course be justified for the sake of 
knowledge alone? A philosophy course 
should aid the formation of ethical judg- 
ments, a better understanding of the 
mental and emotional processes should be 
afforded by a course in psychology, and 
an English course should facilitate com- 
munication. By the same token, the busi- 
ness course also should meet this stand- 
ard. While most courses in the college of 
business have little trouble meeting this 
criterion, it is not one that can be ignored. 
Some critics would add that business 
courses, in meeting the criterion of “use- 
fulness”, tend to be of a vocational na- 
ture. They maintain that much that is 
labeled “education” should more correctly 
be termed “training”. This criticism is 
sometimes valid and should be recog- 
nized. 

There should be an adequate volume of 
supplementary reading and research ma- 
terial. This information should be made 
available to the students and they should 
be encouraged to become familiar with 
it. While the basic course in an area may 
be taught without recourse to much of 
the outside reading, this information 
should be an integral part of any ad- 
vanced work. 

The course should encourage analysis 
and evaluation of the material presented. 
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Too many students worship the printed 
word and accept lecture material as 
gospel. Few students question, much less 
dare criticize, established procedures or 
widely accepted ideas. This, the scholarly 
approach, again may be encouraged more 
by the method of teaching than by the 
structure of the course itself. 

Since required courses in the field of 
communications often fail to develop the 
student to the level of achievement de- 
sired, other courses, when possible, should 
emphasize this area. This emphasis can 
be achieved by giving essay-type exami- 
nations which require organization and 
written presentation. The grading may in- 
clude a mark for English and spelling. 
Written and oral reports may also be in- 
cluded as part of the course. 

Business courses, in particular, should 
develop skills in problem solving. Realistic 
problems should be presented which per- 
mit alternative lines of action. The stu- 
dent should get practice in searching for 
different possible solutions and evaluat- 
ing the consequences of each method of 
attack. The case method of teaching has 
been heralded as the solution to this prob- 
lem. Good cases, properly conducted, 
serve to achieve this end. Admittedly, 
however, the case method is not the only 
way. Searching examination questions, 
written and oral reports on problem situ- 
ations, in addition to active discussion 
sessions can achieve much the same end 
within the more traditional framework. 

The following criteria probably are 
more pertinent to business courses. One 
is that the course should provide a tool or 
body of knowledge which can be useful 
in a wide range of business or personal 
situations. Since the number of hours 
which can be devoted to business sub- 
jects is limited, the courses offered should 
be of wide applicability. This criterion 
would seem to eliminate the narrowly 
specialized course. A look at the curricula 
of other colleges in the university might 
dictate the applying of this criterion more 
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widely than to the college of business 
alone. 

Another is that the business course 
should emphasize the relationship be- 
tween the particular subject matter and 
the areas of history, economics, psychol- 
ogy, political science, mathematics and 
others. This serves to emphasize the rele- 
vance of these other core areas as well as 
tying in the new material of the particular 
business subject with topics mastered in 
previous courses. 

The question now arises, how do under- 
graduate insurance courses meet these 
criteria? Starting with the most re- 
cently discussed criterion, most insurance 
courses are easily related to other basic 
courses. The history of insurance is a 
fascinating topic, in and of itself. It is in- 
teresting and helpful to tie in insurance 
developments with other historical events. 
The historical development of proced- 
ures, techniques and policy provisions, 
aids in the understanding of them and 
helps to predict future trends. 

The broad economic influences of bil- 
lions of annual premium dollars, the 
enormous concentration of assets and the 
impact of specific investment decisions 
cannot be avoided. The highk*y significant 
emphasis upon the quest for security, as 
well as the influence of juries and claim 
tactics on insurance, indicates some of the 
many social and psychological aspects of 
this field. The considerable degree of 
regulation and the many legislative 
guides impinging upon the industry, high- 
light the relationship between insurance 
and political science. Anyone having 
struggled through premium and reserve 
calculation, or attempting to interpret 
part of the volume of statistics necessary 
in this field, can attest to the importance 
of a mathematical background to an un- 
derstanding of insurance. 

The importance of insurance in provid- 
ing solutions to the universal problems 
pertaining to security hardly needs men- 
tioning. It might be emphasized, how- 
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ever, that these problems have broad 
business and social, as well as personal 
implications. Everyone must cope with 
these problems of security in his personal 
affairs, and surely some knowledge of in- 
surance is a great help in these areas that 
consume so much of our waking hours. 
Most managers, accountants, lawyers, 
personnel consultants and others would 
be capable of better decisions with the 
help of some insurance knowledge. 

The techniques of problem solving are 
readily adaptable to insurance courses. 
Even the basic course, with students of 
limited background, can utilize problems 
dealing with selection of proper cover- 
ages, adequate amounts of insurance, or 
correct claim settlements, to mention a 
few. The advanced courses in life, prop- 
erty, and social insurance abound with 
problem situations. These may range from 
simple programming to complicated re- 
serve problems in life insurance. There 
are complex policy decisions of broad 
social consequence to be made in social 
insurance. Property insurance presents a 
host of rating, regulatory, and financial 
conundrums. 

As with most other courses, insurance 
courses present unlimited opportunities 
for developing communication skills. Any 
limits imposed usually stem from avail- 
able teaching abilities and time. The use 
of graduate English majors for grading 
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business reports serves to free restricted 
faculty schedules. 

When compared to some of the long- 
established disciplines, insurance does not 
have a substantial volume of research 
material or quality studies. While this 
hiatus is being filled slowly, there are vast 
horizons to challenge the student. This 
shortcoming is not as critical as it would 
first appear. The close interdependence of 
insurance with the fields of law, finance, 
statistics, economics, and other social sci- 
ences permits the insurance student to 
draw heavily from these areas. 

Much of what has been said before 
indicates there is more than sufficient 
substance to insurance to provide any de- 
sired degree of intellectual challenge. As 
previously mentioned, it is believed that 
the primary responsibility here lies with 
the teacher. 

A considerable part of the recent criti- 
cism levied at insurance is justified. The 
degree of course proliferation, the purely 
descriptive nature of some of. these 
courses, and the narrow orientation of 
much of the teaching has appalled many 
within the field. This is a relatively young 
field of study and critical self-analysis at 
this stage of development can serve to 
chart a productive future. Progress will 
be achieved, however, not by indignant 
denials of short comings, but rather by a 
frank appraisal of the facts and resolution 
for improvement. 


Group C 


Donatp R. Cuitpress, Chairman 


University of Oklahoma 


ARTHUR Mason, Jr., Secretary 


Washington University 


As a starting point for this discussion, 
it is helpful to distinguish between edu- 


cation and training. The word “training” 
is associated with exercises and practices 
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to develop skills, techniques, facility in 
application, and proficiency; whereas the 
word “education” is associated with the 
impartation and acquisition of knowl- 
edge, principles, and understanding. The 
emphasis in “education” is on thinking— 
a grasp of the “whys”; whereas the em- 
phasis in “training” is on doing—a grasp 
of “hows”. It is the function of education, 
which rests in part on prior training, to 
provide the student with a capacity for 
analyzing and then resolving problems, 
and with a desire to go on developing this 
capacity in certain fields after complet- 
ing his formal program of education. 

Turning now to the school of business, 
it is appropriate to consider its purpose. 
Although there is no universal agreement 
on all objectives, the specific objectives 
of the professional business school must 
include: 


(1) The preparation of students for 
roles of leadership in economic enterprise, 
whether it be large or small, public, pri- 
vate or associational. 

(2) Development of scholars, teachers, 
and researchers, whose special interest 
and competence will be in the area of 
problems relating to the individual firm 
and business policy as opposed to public 
policy. 

(3) The conduct of research that ad- 
vances the arts and sciences of business 
management. 


Among the problems that confront the 
business school is one that today chal- 
lenges every college and university. It 
arises out of the proliferation of knowl- 
edge in every field and presents difficult 
alternatives. First, there is the possibility 
of specialization, which involves minutely 
dividing up the acquisition and applica- 
tion of knowledge in the hands of a group 
of specialists. This raises the further prob- 
lem of how these specialists are to deal 
with problems that transcend the bounda- 
ries of their specialties. 
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An alternative is to capsule the distilled 
essence of each branch of knowledge and 
introduce the resulting capsule into the 
mental metabolic system of the student. 
This has often been tried under the guise 
of general cultural education, with the 
result a system of very generalized edu- 
cation, where the student tends to end 
with little significant knowledge and even 
less capacity to apply it. 

Somewhere between these extremes 
must lie the compromise which will per- 
mit the satisfying of broad educational 
objectives without denying the student 
an understanding of the specific concepts 
of risk and risk management. One of our 
problems in curriculum building is to see 
to it that students in insurance, who are 
studying the problem of risk manage- 
ment, have sufficient background in the 
several management areas to enable them 
to understand why these controls are 
necessary, that is, to understand the ob- 
jectives and needs for control as opposed 
to its technique. 

This places a premium on skillful 
teaching, for these objectives are not 
necessarily apparent in the subject mat- 
ter of insurance; they arise, instead, from 
an understanding of the functional prob- 
lems of management in marketing, f- 
nance, production, and personnel. Thus 
the teacher is faced with the constant 
challenge to emphasize principles of risk 
management as opposed to techniques of 
risk management, as a means to the end 
of better management of the marketing, 
production, finance, or personnel func- 
tions. 

The question is raised whether there is 
a place for insurance education at the 
collegiate level as part of the educational 
experience for all business students. There 
was general agreement within the panel 
that there was such a place. While fully 
agreeing with this suggestion, some 
would prefer such a course to be offered 
on an elective rather than a required 
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basis. They are convinced that such a 
course, properly presented, will achieve 
wide popularity as an elective. 

There was general agreement that such 
a basic course should be the same in con- 
tent whether the student was initially in- 
terested in an insurance career or not. 
The question was raised as to the content 
of the course, whether it should follow 
the lines of risk and risk bearing as op- 
posed to the lines of the general survey 
type of insurance course. There was gen- 
eral agreement that while a title such as 
“Risk and Risk Bearing” would probably 
be more acceptable to certain members 
of the faculty, this would amount to buy- 
ing favor. Any basic course in insurance 
would, of necessity, cover the matter of 
risk and risk bearing. 

There was also discussion of Dr. Lo- 
man’s suggestion, last year, of a course in 
“Risk and Uncertainty” designed to assist 
in management decision making, at the 
senior level. He pointed out that if the 
student follows the common pattern of 
taking liberal arts courses in his fresh- 
man and sophomore years, and the core 
courses in his third year, such an insur- 
ance course should properly come in the 
fourth year. 

Finally, the role of the collegiate cur- 
riculum in helping to prepare career stu- 
dents for their professional examinations 
in licensing, came under discussion. It 
must be recognized that, from the stand- 
point of the broad business professional 
curriculum, the presence of C.L.U. or 
C.P.C.U. orientation would not be salu- 
tary, if preparation for these examinations 
were allowed to exert an unwarranted in- 
fluence on the curriculum. On the other 
hand, it can not be denied that good test- 
ing at the collegiate level, and the mas- 
tery of technical information and theory, 
which the student should receive in his 
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college courses, would contribute sub- 
stantially to his successful accomplish- 
ment on these examinations. It was sug- 
gested that there is nothing wrong with 
specialization as long as it is not used to 
cover poor teaching. It should also be 
noted that the same degree of specializa- 
tion is not necessary in all schools. 

To attribute all our short comings to 
over-specialization and to deny the value 
of any specialization in the future, would 
be as gross an error as to deny that mis- 
takes have been made in the past in the 
interest of specialization. An insurance 
teacher must recognize the student’s need 
for a constantly increasing body of tech- 
nical information and theory in his field, 
which places a heavy burden of discrimi- 
nation in the selection and more skillful 
use of the educational resources and tools 
at his disposal. The time available for 
teaching can not be lengthened indefi- 
nitely. 

The mind of the professional student is, 
after all, his only real tool. It is our func- 
tion to prepare this mind as a sharp flexi- 
ble instrument to mold the achievement 
of his responsibility to the community. 
The true function of specialization in in- 
surance is to prepare the mind for the 
unknown, by fostering openmindedness, 
imagination, discrimination, and the love 
of inquiry. These things are accomplished, 
in the final analysis, by good teaching 
rather than by more courses; by emphasis, 
in the curriculum, on the development of 
the student's capacity for self-education, 
self-expression, and not proliferation of 
subject matter. When our schools provide 
opportunity for individual investigation, 
measured in terms of scientific method, 
and for active and intellectual initiative, 
which alone create the foundation for self 
sustained, life-long learning, they become 
truly professional. 











A COMMENT ON INSURANCE AND THE 
CONSUMPTION FUNCTION * 


WALTER WILLIAMS 


Indiana University 


In a recent article in this journal,’ Dr. 
Strain sets forth the hypothesis that the 
existence of an insurance system, through 
the long-run reduction of risk, must in- 
crease society's average propensity to con- 
sume. According to this thesis, an indi- 
vidual, by shifting risk to an insurance 
company through the payment of pre- 
miums, is freed of the financial burden of 
an immediate build-up of a contingency 
reserve fund and, hence, may spend more 
of current income upon consumer goods. 
An article by Paul Geren,? Strain con- 
tends, supports the opposite view, that 
the involuntary savings feature of the 
level premium permanent life contract 
decreases aggregate consumption. 

Actually, the insurance system exerts 
both of these separate and opposing in- 
fluences on savings in the economy; a 
priori, it is impossible to demonstrate 
which of the two influences is greater. 
In attempting to show the primacy of the 
consumption-increasing (and savings-de- 
creasing ) nature of insurance, Dr. Strain 
ignores major ramifications of the Geren 
article. More importantly, he neglects 


* The author is indebted to Professor Charles 
L. Schultze of the Indiana University Department 
of Economics for his helpful comments on the 
rough draft of this paper. 


1 Robert W. Strain, “The Impact of Increased 
Life Insurance Purchases on the Consumption 
Function,” The Journal of Insurance (February, 
1959), p. 28ff. 


2 Paul Geren, “The Contribution of Life Insur- 
ance to the Savings Stream,” The Journal of Po- 
litical Economy (February, 1943), p. 48ff. 


two recently developed theories of the 
consumption function * which furnish a 
general theoretical framework through 
which the dual and conflicting role of in- 
surance in aggregate economic analysis, 
may be examined. 


The General Theories of the 
Consumption Function 


Until recently, economists generally ac- 
cepted as correct the hypothesis that a 
rising national income would cause a 
decline in the average propensity to 
consume. Strain shows his acceptance 
of this view by observing: Ay 
higher the average level of societal 
income, the greater the savings and the 
lower that society's propensity to con- 
sume.” * However, Simon Kuznets’ col- 
lection of aggregate data for many 
decades, showed that savings over 
time has been a fairly constant per- 
centage of income, despite the fact 
that the absolute level of income has risen 
significantly. At the same time, budget 
studies unanimously show that people in 
higher income brackets save a larger per- 
centage of their income than do people in 
lower brackets. This apparent paradox 
may be explained by the fact that while 
richer individuals save a greater propor- 

3 James S. Duesenberry, Income Savings and 
the Theory of Consumer Behavior (Cambridge: 
Harvard University Press; 1952). 

Milton Friedman, A Theory of the Consump- 
tion Function (Princeton: Princeton University 
Press; 1957). 

* Strain, op. cit., p. 29. 
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tion of income than their poorer brethren, 
as the nation as a whole has grown more 
prosperous over time, people have not 
saved an increasing fraction of income 
received. 

James Duesenberry’s relative income 
hypothesis translates Thorstein Veblen’s 
conspicuous consumption philosophy into 
a precise tool for explaining consumption 
and saving data. For Duesenberry, spend- 
ing by the individual has its roots in the 
spending of others in the individual’s 
spending group. An individual will con- 
sume a larger fraction of his income (save 
a smaller fraction) only if that rise is pro- 
portionately more than the increase re- 
ceived by those in his spending group. 
Duesenberry has developed an economic 
framework for the familiar “keep-up-with- 
the-Jonses” theme. Consumption is a 
function of the individual’s relative, not 
his absolute income. Also, Duesenberry 
records the existence of an important 
group of spenders in terms of this paper: 


It appears that about 75 per cent of 
spending units save virtually nothing. 

Most of these families will not be in- 
fluenced in their savings by changes in the 
interest rates, income expectations, or even 
by changes in their own preference pa- 
rameters. This is so because of a sharp dis- 
continuity in preference functions. At 
(relatively) low levels of income, desires 
for current consumption are so strong that 
they overcome all considerations of the 
future . . . changes which might lead them 
to save more will not have any effect unless 
they are large enough to overcome the un- 
satisfied current consumption desires.5 


Milton Friedman’s permanent income 
hypothesis may be viewed as an extremely 
sophisticated version of the absolute in- 
come thesis, with the individual having a 
much broader spending horizon than his 
income for a single year. In Friedman's 
theory of consumption, a rational man 

5 Duesenberry, op. cit., pp. 39-40. Duesen- 
berry admits that his 75 per cent estimate is 


rough, but even half that magnitude would be 
highly significant. 


The Journal of Insurance 


will save for three reasons: (1) To earn 
interest; (2) To straighten out his long- 
run income stream; and (3) To provide 
for unexpected contingencies. Friedman 
writes: “What is favorable to a high sav- 
ings ratio is not inequality per se but un- 
certainty. . . .”*® Strain’s statement con- 
cerning savings and uncertainty is quite 
similar: “The greater the awareness of 
societal units to risk, the greater will be 
the tendency of people to allocate a por- 
tion of their incomes to reserve accumu- 
lations. . . .”7 

Friedman’s and Duesenberry’s theories 
are partially in conflict. The former does 
not accept the Duesenberry “threshold,” 
below which individuals permanently 
have zero voluntary savings. Instead, 
Friedman considers the 100 per cent 
spenders as those individuals with nega- 
tive temporary incomes, they spend all of 
a given year’s income because that par- 
ticular income is less than their expected 
permanent income. However, because the 
quasi-contractual (non-voluntary) nature 
of insurance forces those with temporary 
negative incomes to continue savings and 
to take the temporary income drop out 
of consumption, the phenomenon of in- 
surance savings at low levels of income 
is compatible with both theories. 


The Dual Role of Insurance in 
Aggregate Economics 


Were term insurance the only type of 
insurance, Strain’s hypothesis—lower risk 
leads to lower saving—would be concep- 
tually sound. The existence of permanent 
forms of life insurance contracts, how- 
ever, complicate the role of insurance by 
creating a distinctive type of “involun- 
tary” or “by-product” savings. When the 
consumer purchases a permanent form of 
insurance, whatever the reasons for his 
purchase, a savings fund is automatically 
built up. 


® Friedman, op. cit., p. 235. 


7 Strain, op. cit., p. 29. 
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Despite its savings features, however, 
life insurance has come to occupy in the 
mind of the average consumer, a place 
separate and apart from the institution of 
savings. Life insurance is not usually 
thought of as savings, within the popular 
meaning of the term; rather it is viewed 
more as a special duty arising from the 
obligations of the husband-father. This 
unique aspect of life insurance was noted 
by Geren: “The institution of life insur- 
ance has seized upon an elemental need, 
dinned it in the ears of prospective policy- 
holders, infused it with moral and relig- 
ious sanctions, and firmly established it 
as a part of the mores. . .”® 

Duesenberry offers a general explana- 
tion of the family unit that spends 100 
per cent of its income. The effective spec- 
trum of choice for this type of family 
does not include savings other than as a 
means to purchasing (making a down 
payment on) an expensive consumable. 
But, these families buy life insurance be- 
cause they have been convinced that it is 
a moral duty.® Savings created in this 
manner are viewed by such people as 
completely distinct from other, positive, 
forms of savings such as government 
bonds or savings and loan shares. The 
typical family in the “100 per cent 
spender” group does not usually accumu- 
late savings in the conventional (non- 
forced) sense. Therefore, the more that 
insurance salesmen are able to penetrate 
this group, the greater will be society's 
savings, all other things being equal.’® 


8 Geren, op. cit., p. 48. 


® Industrial insurance offers the classic example 
of insurance purchased by the non-saver. How- 
ever, other forms of insurance are much more 


important in total premium dollars. 


10 Whether these non-savers would accumulate 
if there was no life insurance is a moot point that 
would muddy the water even if greater empirical 
data were available. However, since the majority 
of life insurance is “forceably” sold, especially to 
this group (other types of insurance are generally 
bought), it appears unlikely that appreciable 
savings would occur. 
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The bulk of Strain’s article presents the 
other aspect of insurance-savings relation- 
ship." His explanation of this savings- 
reducing role of insurance is sufficient for 
our purposes except to emphasize the fact 
that the group whose savings is reduced 
is generally distinct from the family group 
discussed in the preceding paragraph. The 
former are “naturally” high savers whose 
savings are reduced through the risk re- 
duction aspect of insurance by more than 
the accumulation of reserves involved in 
a permanent contract. 


The Empirical Significance of 
the Competing Forces 


By quoting Geren out of context, Strain 
has created the false impression that 
Geren gave theoretical support to the 
positive effect of insurance upon savings. 
Actually, Geren set forth quite clearly the 
dual role. His statements, as quoted by 
Strain on page 28, was prefaced with the 
sentence: “Whether then life insurance, 
everything considered, is an institution 
which strengthens or weakens the pro- 
pensity to save depends upon which of 
the two forces—the one causing more, the 
other less savings—is the decisive one.” '* 
Later Geren wrote: “Admittedly, the view 
that life insurance increases the propen- 
sity to save over what it would be with 
no insurance system, is speculative.” '* 


Much of the Geren article was of an 
empirical nature, using data of the 1930's. 
Utilizing the figures of that particular 
decade, Geren made the inductive state- 
ment that after the dual and conflicting 
forces had worked themselves out, the 
institution of life insurance increased net 
positive savings. Had Strain stated that, 
in light of his observations in the 1950's, 
he believed the opposite forces now to be 


11 Geren also discussed this facet of insurance 
as it affects savings. See Geren, op. cit., p. 48. 


12 Ibid., pp. 48-49. 
13 Tbid., p. 49. 
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the stronger, he would have been on safer 
ground. 

While no conclusive data is available 
to substantiate either point of view, re- 
cent developments lend credence to sup- 
port the negative role of insurance as a 
savings factor. Most important is the 
rapid growth of term insurance sales rela- 
tive to the permanent forms of life in- 
surance. A partial explanation of the sig- 
nificant rise in term insurance sales may 
be an increased awareness of society to 
risk. Also relevant is the fact that as term, 
which has no ** savings feature, cuts into 
permanent insurance sales, involuntary 
savings are necessarily reduced. This, 
however, may well be a relative rather 
than an absolute decrease. Secondly, the 

14 Technically, there is a small reserve build-up 
during the early and middle years in the long- 
term forms of term contracts with this reserve 


diminishing to zero by the end of the term pe- 
riod. The slight build-up may be disregarded 


for our purposes. 
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rapid income rise of the 1950’s may have 
pushed a large number of people above 
the income level which constitutes the 
Duesenberry “threshold.” 


Conclusions 


Until far more data on spending units 
is collected, any statement about the posi- 
tive or negative effect of insurance upon 
savings, must be classed as conjectural. 
On the other hand, two recent theories 
of the consumption function afford the 
basis for elaborating upon and integrat- 
ing with general aggregative theory, the 
conceptual role of life insurance vis-a-vis 
savings (or consumption). Just as in so 
many other areas, the final answer to the 
question of the net effect of insurance 
upon savings, lies in the hands of future 
statisticians—but, in the same vein, theory 
must always precede and serve as the 
guide for the fact gatherer. 








THE COMMISSION ON INSURANCE 
TERMINOLOGY 


“Dictionaries do not make the language; 
language makes the dictionaries.” 








The Commission on Insurance Terminology was established in 
1958 by the American Association of University Teachers of In- 
surance for the purpose of introducing, in an evolutionary way, 
greater clarity and exactness in insurance terminology. The spe- 
cific objectives of the Commission are: 


1. To engage in a continuing study of insurance language (words 
and phrases) for the purpose of evaluating the effectiveness 
of the language and recommending improvements where de- 
sirable. 


2. To accumulate and publish a glossary of insurance words and 
phrases on which there is general agreement among prac- 
titioners and educators as to their meaning. 


3. To develop a continuing program of information by which 
writers, editors, insurers, and others will have available more 
accurate and meaningful insurance terminology, and, through 
the art of gentle persuasion and assistance to those who make 
the insurance language, gradually bring some order out of the 
present chaos. 


4. To cooperate with any other groups or individuals seeking 
to attain improvement in insurance terminology. 
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COMMITTEE ON HEALTH INSURANCE TERMINOLOGY: 
A REPORT 


E. J. FAuLKNER, Chairman 


“Dictionaries do not make language. 
Language makes dictionaries.” This guid- 
ing principle influenced the Committee 
on Health Insurance Terminology in its 
decision that the phrase that most aptly 
describes the entire business of insuring 
loss arising from illness and injury is 
“health insurance”. As the report by 
Robert Osler, Editor of the Committee, 
brought out in some detail in the March 
Issue of The Journal, the Committee dis- 
cussed each of the various words and 
phrases that have been used as names for 
this business. There is something to be 
said in favor of each of them as the proper 
generic term. 

The majority opinion, later a unani- 
mous opinion, in favor of “health insur- 
ance” probably stemmed from the sim- 
plicity of the phrase and its parallelism to 
“life insurance”. Some wags on the Com- 
mittee ventured the opinion that an eager 
advocate of “health insurance” who hap- 
pens to serve as the Chairman of the 
Commission on Insurance Terminology, 
the Committee’s parent body, had applied 
a degree of gentle intellectual duress by 
his designation of the name of the Com- 
mittee. 

However, the logic of the selection 
would fail were there to be a notable 
lack of popular acceptance of “health in- 
surance” as the generic name of the busi- 
ness. It is encouraging to the Committee 


to observe that in recent months, per- 
haps because of the Committee’s action, 
perhaps in spite of it, there are discern- 
ible indications that more and more peo- 
ple are accepting “health insurance” as 
the name they prefer to use. 

Recently, the Board of Directors of the 
International Association of Accident and 
Health Underwriters voted to propose at 
the next Annual Meeting of that Associa- 
tion that the Association’s name be 
changed to “International Association of 
Health Insurance Underwriters”. 

Several recently published textbooks 
have substituted “health insurance” for 
older and more cumbersome phraseology. 
More and more speakers at trade associ- 
ation meetings and sales gatherings have 
found that it is easier to say “health in- 
surance” than accident and health insur- 
ance, accident and sickness insurance, or 
some combination of those or other words 
of the same general import. The trend 
is discernible in company advertising 
agency bulletins, and intra~-company com- 
munications. All of these developments 
give the Committee hope that in its first 
decision it selected a phrase that is likely 
to be universally accepted. 

At its meeting this summer, the Com- 
mittee will consider definitions of the 
principal component parts of the whole 
business of “health insurance”. 
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COMMITTEE ON PENSION AND PROFIT-SHARING 
TERMINOLOGY 


Dan M. McGut, Chairman 


The need for standardizing terminology 
in the pension and profit-sharing area has 
long been recognized. The variance in 
terminology, along with the undesirable 
consequences flowing therefrom, has been 
a common topic of conversation whenever 
persons engaged in the establishment and 
administration of pension and profit-shar- 
ing plans gather to discuss their mutual 
problems. The topic was frequently dis- 
cussed in the meetings of the Pension Re- 
search Council of the University of Penn- 
sylvania and in 1955 an attempt to clarify 
one of the most critical concepts in the 
pension field was undertaken when Dor- 
rance C. Bronson, Vice President and Ac- 
tuary of the Wyatt Company, was com- 
missioned by the Council to develop an 
acceptable definition of “actuarial sound- 
ness”. Bronson’s intellectual attack on this 
terminological and ideological problem is 
described in his Concepts of Actuarial 
Soundness in Pension Plans, which was 
awarded the Elizur Wright insurance lit- 
erature award for the year 1957. 

In the same year that the Bronson book 
was published, the Profit Sharing Founda- 
tion expressed its deep concern over the 
state of the terminology in the employee 
benefit field and inquired whether the 
Pension Research Council would be inter- 
ested in collaborating with the Profit Shar- 
ing Foundation and the Council on Em- 
ployee Benefit Plans in a project that 
would have as its objective the clarifica- 
tion and simplification of terminology in 
the pension and profit sharing field. The 
Pension Research Council affirmed its in- 
terest in such a project and began a series 


of negotiations with the other two organi- 
zations looking toward implementation of 
the proposal. 

In the meantime interest was developing 
among a number of leaders, including 
academicians and practitioners, in creating 
a body that would undertake to stand- 
ardize terminology throughout the insur- 
ance field. Various organizational struc- 
tures were considered, but the conclusion 
was eventually reached that such a project 
would have to be carried out under the 
auspices of an academic group and that 
the logical organization was the American 
Association of University Teachers of In- 
surance. The matter was placed before 
the Association at its December, 1958, 
meeting, which authorized the establish- 
ment of a Commission on Insurance Ter- 
minology and appropriated a sum of 
money to finance the activation of the 
Commission. Dr. Davis W. Gregg, Presi- 
dent of the American College of Life 
Underwriters, who had provided the in- 
spirational and intellectual leadership in 
the campaign to create such a body, was 
appointed Chairman of the Commission. 

The composition and modus operandi of 
the Commission have been delineated in 
an earlier issue of The Journal of Insur- 
ance. The work of the Commission is to 
be carried out mainly through committees 
appointed to deal with terminology in the 
various subdivisions of the insurance uni- 
verse. The Commission inaugurated its 
program by the authorization of two com- 
mittees, one to operate in the area of 
health insurance and the other in the 
pension and profit sharing sphere. E. J. 
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Faulkner, President of Woodmen Insur- 
ance Companies and the first president 
of the Health Insurance Association of 
America, accepted the chairmanship of 
the Committee on Health Insurance 
while the author of this article agreed to 
serve as chairman of the Committee on 
Pension and Profit Sharing Terminology. 

It was obvious from the beginning that 
the structure and mode of operation of 
the Committee on Pension and Profit 
Sharing Terminology would have to be 
somewhat different from the pattern en- 
visioned for the other committees. The 
pension and profit sharing area extends 
far beyond the confines of insurance and 
to be acceptable, the terminological de- 
cisions in this area must reflect the views 
and interests of groups entirely dissoci- 
ated from the insurance institution. It 
seemed desirable to enlist the cooperation 
of an organization having roots in the 
various segments of the pension and profit 
sharing field. In view of the long stand- 
ing interest of the Pension Research 
Council in the problem of terminology 
simplification and the diversity of inter- 
ests represented on the Council, it was 
decided that the Committee on Pension 
and Profit Sharing Terminology should 
operate under the joint auspices of the 
American Association of University Teach- 
ers of Insurance and the Pension Research 
Council. The Council is prepared to as- 
sume primary responsibility for the fi- 
nancing of the joint project. 

Organization of the committee is well 
underway, the following persons already 
having accepted membership on the com- 
mittee: 


Dorrance C. Bronson, Actuary, the Wyatt 
Company 
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James A. Curtis, Actuary, Milliman and 
Robertson 

John K. Dyer, Vice President, Towers, Per- 
rin, Forster and Crosby 

James Jehring, Director, Profit-Sharing and 
Research Foundation 

Laflin C. Jones, Director of Markets Re- 
search, Northwestern Mutual Life In- 
surance Company 

Meyer Melnicoff, Executive General Man- 
ager, Planning and Development De- 
partment, Prudential Insurance Com- 
pany of America 

Carroll E. Nelson, Esq., Nelson & Warren, 
Inc. 

Ray M. Peterson, Vice President and Asso- 
ciate Actuary, Equitable Life Assurance 
Society of the United States 

Joseph Seligman, Jr., Esq., law offices of 
Joseph Seligman 

Dan McGill, Chairman, Frederick H. Ecker 
Professor of Life Insurance, Wharton 
School of Finance and Commerce 

William T. Beadles, ex officio, Editor, The 
Journal of Insurance 

Davis W. Gregg, ex officio, Chairman, Com- 
mission on Insurance Terminology 


As presently constituted, the committee 
contains a disproportionate number of 
actuaries; this disbalance will be cor- 
rected through future appointments to 
the committee. Additional members will 
come from the ranks of attorneys, ac- 
countants, banks, employers, and organ- 
ized labor. Among the groups whose co- 
operation and support will be solicited 
are the American Bar Association, Amer- 
ican Bankers Association, Society of Actu- 
aries, Conference of Actuaries in Public 
Practice, Controllers Institute, American 
Institute of Certified Public Accountants, 
the Profit Sharing Foundation, and the 
Council on Employee Benefit Plans. 

The first meeting of the committee will 
be held in June of this year. 
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RETIREMENT AND INSURANCE 
PLANS IN AMERICAN COLLEGES. By 
William C. Greenough and Francis P. 
King. Columbia University Press, New 
York, 1959, 480 pages. 


Reviewer: W. W. Dotterweich, Jr., Di- 
rector Educational Services Department, 
American College of Life Underwriters. 


Colleges in the United States have 
pioneered in benefit planning. Since the 
turn of the century, higher education has 
generally been well ahead of other em- 
ployments in providing sound benefit 
plans for professional staff members. Re- 
tirement and Insurance Plans in American 
Colleges is a composite source of useful 
information concerning such employee 
benefit programs in institutions of higher 
learning in the United States. The study 
is extremely broad, with over 1000 col- 
leges and universities included in the 
survey which formed the basis for this 
book. The institutions surveyed, offering 
at least a bachelors or first professional 
degree, include all universities, liberal 
arts colleges, teachers colleges and insti- 
tutions classified by the United States 
Office of Education as independent tech- 
nological and professional schools, tech- 
nical institutes, and theological and re- 
ligious schools. 

This book brings up to date and 
extends a 1948 publication by Dr. Green- 
ough on college retirement and life in- 
surance plans. In contrast to the earlier 
work, however, this survey now includes 
the four major areas of insured staff 
benefit plans—retirement, life insurance, 


medical expense insurance, and disability 
income insurance. 

The information contained in this book 
will probably be most useful to the ad- 
ministrative officers and faculty members 
of colleges, universities and other schools 
of higher learning, who are charged with 
the responsibility of establishing, review- 
ing, or improving benefit plans for per- 
sonnel at their institution. For these 
purposes, it should serve as a comprehen- 
sive reference and guide. However, in 
addition, insurance executives, actuaries, 
pension consultants, and others in the 
business world, will find the discussion of 
retirement planning germane to current 
developments in the industrial pension 
field. 

In spite of the traditionally moderate 
monetary compensation for college teach- 
ing, college faculties are generally staffed 
with high calibre, scholarly men who are 
devoting their lives to teaching. The op- 
portunity for freedom of thought and 
expression, as well as for research, tradi- 
tionally has attracted these people. There 
is, however, a growing need for increased 
incentives which will continue to attract 
additional faculty members, as well as en- 
courage present personnel to remain in 
teaching. Accordingly, retirement and in- 
surance planning for colleges and univer- 
sities should consider the institution’s 
educational objectives, the achievement 
of which depends, to a large extent, upon 
the institution’s success in obtaining and 
holding the best faculty members possible. 

Since retirement plans are by far the 
most significant staff benefit available in 
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colleges and universities today, a major 
portion of this book is devoted to retire- 
ment planning. The objectives of a good 
retirement plan are discussed as well as 
the philosophy of a college pension sys- 
tem. In addition, the various methods of 
providing and administering retirement 
benefits are considered, ranging from so- 
cial security and insured pension plans 
through self-administered and unfunded 
plans. 

A chapter devoted to the general pro- 
visions of various college retirement plans, 
discusses such questions as, who shall 
participate in the plan, when shall parti- 
cipation begin, and how much, if any, 
shall the participants contribute toward 
the plan? This chapter also deals with 
the vital question of vesting of pension 
benefits for academic personnel as well as 
the importance of including non-academic 
employees in a retirement program. The 
discussions of financing and adequacy of 
benefits should be particularly useful in 
evaluating the various means of providing 
pension benefits for a contemplated pro- 
gram. They will also be helpful in evalu- 
ating alternatives to an existing plan. 

The book devotes one chapter, each, 
to a discussion of (1) life insurance plans, 
(2) basic health insurance plans, (3) 
major medical expense insurance plans, 
and (4) disability income protection for 
staff members, as found in the institutions 
surveyed. The importance of each of these 
coverages is discussed, as well as the cost 
implications. In view of the growing 
tendency for businesses in general to 
provide most, if not all, of these employee 
benefits, this material should be particu- 
larly significant in evaluating college 
benefit plans in relation to benefit offer- 
ings in other competitive employments. 

More than half of the book is devoted 
to a description of retirement plans cov- 
ered by the survey and presented in 
tabular form. The 247 pages devoted to 
these tables list, for each institution, such 
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data as the classes of employees covered, 
participation requirements, retirement 
age, contribution percentages, pension 
benefit formula, pre-retirement death 
benefits, and vesting provisions. These 
tabular presentations are divided accord- 
ing to whether the plans are TIAA-CREF, 
State Teacher and Public Employee Re- 
tirement Systems, or Life Insurance Com- 
pany retirement plans. 

In addition, information is presented on 
those institutions having Church Retire- 
ment Plans. There is also a listing of in- 
stitutions which did not have a retirement 
plan in effect at the time of this study. 

This is a timely publication since there 
is much concern for the future of our 
colleges in this country. It should provide 
a sound basis for intelligently conceived 
employee benefit plans in institutions of 
higher education. 


THE ECONOMICS OF LIFE INSUR- 
ANCE. Third Edition. By S. S. Huebner. 
Appleton-Century-Crofts, Inc., New York, 
1959. 


Reviewer: James L. Athearn, Associate 
Professor of Insurance, University of Flor- 
ida. 

Like the first two editions, this one is 
not a discussion of the technical aspects 
of life insurance. It devotes no space to 
explaining premium and reserve computa- 
tions or analyzing sales organizations and 
problems. Practically nothing is said 
about regulation of the industry, its his- 
torical development, the difference be- 
tween stock and mutual companies, etc. 

For the most part, this book is con- 
cerned with the social device of life in- 
surance rather than with the business of 
life insurance. There is some discussion 
of the safety of life insurance as an invest- 
ment, which relies upon the record of the 
business as it is conducted in the United 
States. Little emphasis, however, is placed 
upon life insurance as a business enter- 
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prise. The only reference to life insurance 
salesmen is found in the discussion of the 
professional approach to life underwrit- 
ing. Any discussion of actual business 
practices is limited to the amount neces- 
sary for an understanding by the layman 
of the idea the author wishes to empha- 
size. 

Readers of the new edition will prob- 
ably feel that it contains little that is new, 
so far as ideas are concerned. This is not 
a criticism of the new edition but is a 
tribute to the success of preceding edi- 
tions. The author’s basic idea has been so 
well received that there is little to be 
added. The concept referred to is that of 
“the human life value.” According to the 
author, the human life value should be 
carefully appraised for life and health in- 
surance purposes. The adoption of this 
concept by those selling life insurance has 
contributed to the development of pro- 
gramming as a sales technique and to a 
vast increase in the amount of life insur- 
ance in force. It is only recently, however, 
that health insurance has been integrated 
with life insurance in programming. 

Like property values, the human life 
value is based upon earning capacity. This 
value is subject to loss through premature 
death, total and permanent disability, 
temporary disability, and compulsory re- 
tirement. When earning power is inter- 
rupted or destroyed, human life value 
suffers a partial or total loss. As is the 
case with property values, insurance must 
be purchased to preserve and maintain 
the human life value. Insurance cannot 
prevent physical loss but it can reduce the 
economic impact on the insured and/or 
those dependent upon him. Professor 
Huebner points out, however, that the life 
insurance industry has a responsibility for 
the conservation of human life values in 
the same way that the property insurance 
industry has accepted the responsibility 
for preventing or reducing property losses. 

The general outline of the third edition 
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of The Economics of Life Insurance is 
basically the same as the revised edition 
published in 1944. One chapter (“The 
Human Life Value and Its Proper Protec- 
tion”) has been added. The titles of the 
other eighteen chapters are identical with 
those of the revised edition, except that 
two of them have been modified by the 
addition of the term “health insurance.” 
The previous edition did not mention 
health insurance but the third edition 
states that, “Health insurance is life insur- 
ance; the two are teammates.” This is a 
major step in the direction of pointing out 
that proper programming of life insur- 
ance cannot be done unless consideration 
is given to health insurance needs. So far 
as this writer knows, only one life insur- 
ance textbook treats this extensively. Pro- 
fessor Huebner’s inclusion of health 
insurance in his discussion of insuring the 
human life value, is perhaps the major 
difference between the third edition and 
previous ones. 

Like previous editions, the present one 
is emotional and repetitive. “Life insur- 
ance is a wife's right, a child’s claim, and 
the insured’s privilege and economic op- 
portunity”. This statement is characteristic 
of the man who said, when addressing the 
National Association of Life Underwriters 
in 1914, “that proper education would 
result in the feeling that not to have life 
insurance was a crime; then it would be 
said of one who died without it: ‘He did 
not die, he absconded’.” The emotional 
approach, however, can arouse interest. 
Repetition can be a virtue if it puts the 
idea across instead of putting the reader 
to sleep. Any drowsiness afflicting the 
reader of this book will be overcome by 
its strong emotional appeal. 

Some of the theory in this book may 
startle the student of economics. For ex- 
ample, in discussing the fact that present 
industrial wage levels are not high enough 
to permit the worker to take care of cur- 
rent needs and also make adequate pro- 
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vision for the future, the author implies 
that wage levels are a function of need 
rather than productivity. Statistical con- 
cepts are given equally rough treatment. 
For example “. . . the average man— 
those comprising 98 percent of the popu- 
lation .. .” 

What the author sets out to do is to ex- 
plain the need for life insurance in terms 
the reader can understand and appreciate. 
This is done with awesome effectiveness. 
Even the severest critic of life insurance 
as a business, after reading this book, can- 
not remain unaware of the service the 
device of life insurance can perform. Pro- 
fessor Huebner explains the usefulness 
of life insurance most effectively and the 
fact that he does not confuse the explana- 
tion by discussing the defects of the life 
insurance business does not detract from 
the value of the book. His purpose is to 
explain the needs that we have and what 
we can do for ourselves through life and 
health insurance and he fulfills this pur- 
pose honestly and effectively. 

Do not read this book if you know you 
cannot afford more life insurance! 


LIFE AND HEALTH INSURANCE 
HANDBOOK. Edited by Davis W. 
Gregg. Richard D. Irwin, Inc., Home- 
wood, Illinois, 1959. xxxiii plus 1060 
pages. Text Price $12.00. 


Reviewer: Richard deR Kip, Professor 
and Head of Department of Insurance 
and Real Estate, The Florida State Uni- 
versity. 


This Handbook which Dr. Gregg 
planned and edited, is an impressive vol- 
ume of almost 1,100 pages. Sixty-nine men 
participated by writing chapters (one 
man, Dr. S. S. Huebner, wrote two chap- 
ters and one chapter was written by two 
men, Wallis Boileau, Jr. and Thomas J. 
Luck). Forty other men participated as 
Consulting Editors. In all, 109 men 


assisted Editor Gregg with his important 
task. 

The 69 chapters of the book are 
grouped into six parts. Part I, Personal 
Life Insurance, consists of 17 chapters 
covering 188 pages. Part II, Life Insur- 
ance for Business Purposes, is almost as 
large, having 14 chapters and 182 pages. 
Part III, Programming and Estate Plan- 
ning, comprises 10 chapters totalling 143 
pages. Health Insurance in Part IV, is 
covered in 140 pages divided into 10 chap- 
ters. The fifth part, Life Underwriting and 
Sales Management is the smallest divi- 
sion, with 102 pages and 8 chapters. Part 
VI, the Institution of Life Insurance, is 
permitted 136 pages, divided into 10 
chapters. The 19 appendices cover 130 
pages. The last 22 pages comprise the 
index. 

The volume appears to this reviewer to 
be divided into too many chapters. The 
range in length of chapters is from a low 
of 7 to a high of 20 pages, with the aver- 
age chapter being about 13 pages. Is not 
some effectiveness lost by a possibly ex- 
cessive division into chapters and among 
authors? For instance, would not the 
person using this volume as a reference 
work be helped by having the entire dis- 
cussion of types of life insurance contracts 
in one chapter, rather than in four or five? 
Further, why is the guaranteed-insur- 
ability provision permitted a chapter by 
itself? Is it not an important contract 
provision? Chapter 8, entitled “Guaran- 
teed Insurability Coverage,” is 50 pages 
away from Chapter 12, “Important Con- 
tract Provisions.” A tighter organization 
might reduce length and prevent overlap- 
ping, permitting more space for some 
other subjects. To wit: the modified life 
policy is treated on page 42 and then 
again on pages 80 and 81. Why is it not 
described fully in just one place? 

The editor states that “outstanding 
American insurance authorities have con- 
tributed to the Handbook.” This reviewer 
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would agree with that statement so far as 
his knowledge of many of the authors is 
concerned. He would ask, however, 
whether each is the authority in the field 
about which he wrote in this volume. 
There are several instances in which the 
distinction might have been of import- 
ance, but one will suffice. Chapter 67 is 
entitled “Fraternal Life Insurance,” but 
the data given in Table 67-1 combine fra- 
ternal life insurance and fraternal accident 
insurance, with no warning to the reader 
that the data are being combined. This 
error, which is undoubtedly not inten- 
tional, is frequently made, but should not 
be made by an authority in the fraternal 
field. 

The volume is a “comprehensive refer- 
ence source,” just as the preface states. 
The price (if not the size) will scare away 
many student-buyers. However, the seri- 
ous student of insurance who should be 
building up an insurance library will find 
in the Handbook the keystone of his life 
and health insurance collection. It will 
be valuable to him not only for the in- 
formation and materials it contains within 
its cover, but also for the leads it gives 
him to other sources through the selected 
references at the end of each chapter. 


THE BEST POLICY. The Story of 
Standard Accident Insurance Company. 
By George W. Stark. Powers & Co., Inc., 
Detroit, 1959, 251 pages. 


Reviewer: Hampton H. Irwin, Professor 
of Insurance, Wayne State University. 


Here is the story of a large and suc- 
cessful accident insurance company, told 
in broad outline in terms of the men who 
are now running it but traced in consider- 
able detail through the lives of the pio- 
neers who founded it and saw it through 
its formative and decisive years. The ap- 
proach is quite different from that usually 
found in similar accounts of outstanding 
companies. It is factual, of course, and 
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well documented, but it is documented in 
terms of the service of those who were 
responsible for its founding and setting 
its guiding policies. 

With the possible exception of Capt. 
T. J. Patton, who might be said to be the 
originator of the company and who had 
had previous experience with insurance 
in a rather minor capacity, the men who 
founded the Standard Accident Insurance 
Company were not originally associated 
in any way with the insurance business. 
Instead they were recruited from a group 
who could rightfully be called “the first 
citizens of Detroit.” From the early 
1940's, the stock of the Standard Acci- 
dent Insurance Company became widely 
scattered and it ceased to be a family- 
controlled corporation as it had been pre- 
dominately in earlier years. 

Among the various anecdotes which 
provide a welcome change of pace, are 
several which might be mentioned. First 
is a story known to every Standard man 
down to the newest neophyte—the big 
fish story. It is reported that Capt. Patton 
while out fishing one day, caught a mus- 
kellunge after quite a fight and upon 
examining it found two additional fish 
hooks in its mouth, thus showing that it 
had survived other crises. The Captain’s 
observation was that, “What this old bat- 
tler needed was a bit of accident insur- 
ance.” This is reputed to be the beginning 
of the Standard Accident story. Then 
there is the story of the 400 mules which 
were taken in satisfaction of an obliga- 
tion of a bonded road contractor. The 
collateral proved quite troublesome to say 
the least, and very expensive, so much so 
that the subject of mules is not popular 
at the Standard even today. 

The final story of which mention is 
made here has to do with the matter of 
accepting or rejecting as a risk, the Illinois 
Steel Company plant at Gary, Indiana. 
The Standard Accident Company, through 
Mr. John Thom, agreed to take this risk 
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but only on condition that Thom could 
inspect the plant with his group of safety 
experts and suggest safety procedures 
and methods considered to be in the best 
interest of all concerned. “This was one 
of the first examples of scientific safety 
engineering introduced into American in- 
dustry and a forerunner of modern acci- 
dent prevention and practice.” 

The depression of the 1930’s was par- 
ticularly devastating because, “During 
the depression years following the 1929 
Stock Market collapse the bonding busi- 
ness in all its classes was substantially 
damaged by losses directly attributable to 
the tremendous weakening of the Amer- 
ican economy.” This was indeed a time of 
trial for the Standard. The company had 
invested very heavily in common stocks 
and in addition had borrowed money ex- 
tensively at the banks and these almost 
proved its undoing. 

At this point, perhaps, is proof positive 
of the dedicated stewardship of those in 
control of the Standard Accident Insur- 
ance Company. To prevent any impair- 
ment of capital Mr. Dexter M. Ferry, Jr. 
and the four Bowen Brothers placed some 
of their own securities in the hands of a 
company, the St. Clair Corporation, or- 
ganized to hold certain investments of the 
company and later added approximately 
a half a million dollars to this amount. 
“In the end, the company had to look to 
Dexter Ferry, Jr. and he put up the neces- 
sary collateral for a note signed by him 
and by Charles, Paul, and Edgar Bowen 
and by Tom Brown and Lester Kirk. They 
owed the RFC $3,375,000 but the com- 
pany on December 29, 1933 received new 
capital and surplus of the same amount 
and the road to recovery began.” Is it 
any wonder that the author appropriately 
talks of the honor and integrity of those 
in control of the Standard Accident Insur- 
ance Company? 

Repeated emphasis is placed upon the 
ability of certain outstanding executives, 
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through the years, to pick men qualified 
to handle the responsibilities and display 
the initiative and sound judgment upon 
which the success of the Comanpy de- 
pended. Early in its history, a training 
course, a sort of special apprenticeship, 
was started for employees, to be aug- 
mented later by the introduction of a 
rather far-reaching management develop- 
ment program. Both activities are in full 
force today. 

It should be noted that the drawings 
by Gino Leonelli, which embellish the 
beginning of each chapter, are beautifully 
done and most appropriately conceived 
and captioned. 

Here is a human document par excel- 
lence, with the framework predominately 
the story of the individual men who have 
seen the company through the first 75 
years; but woven into the narrative are 
the insurance milestones and techniques 
which have brought it to its present pre- 
eminent position. 


ELEMENTS OF V"7AL STATISTICS. 
By Bernard Benjamin. George Allen and 
Unwin, Ltd., London, 1959. 352 pages. 
$10.00. 


Reviewer: David B. Houston, Assistant 
Professor of Insurance, University of Cali- 
fornia, Los Angeles. 


The book is a revision of Sir Arthur 
Newsholme’s Elements of Vital Statistics 
which first appeared in 1889. Like its 
predecessor, it is intended “for the special 
use of medical officers of health and others 
engaged in public health and social work, 
who have to handle statistical data.” ? 

In his effort to serve this group, the 
author discusses practically every known 
type of vital statistic. Chapter headings 
range from the generality of “Population 
Census” to demographic minutia such as 
“Statistics of the Health of High School 
Children” and “General Practitioner Sta- 


1 Preface, p. 7. 
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tistics.” It is difficult to characterize the 
book in general terms since the organiza- 
tion is something less than ideal. Roughly, 
the first 150 pages are devoted to a con- 
sideration of some major demographic 
variables—fertility, mortality, and mor- 
bidity; the remaining sections deal with 
specialized statistics such as those men- 
tioned above. 

The Preface also indicates that “News- 
holme’s teaching of vital and health sta- 
tistics was based on the narrative account 
of the available sources of statistics and 
of their use in everyday conditions.” Cer- 
tainly, this revised volume has been faith- 
ful to the original! The seemingly endless, 
detailed, description of how, when, and 
where vital statistics are collected in 
Great Britain and the United States makes 
the book, for all practical purposes, un- 
readable. If, for example, one wishes to 
know the questions asked at each census 
in Great Britain from 1801 to 1951, he will 
find them on pages 19 and 20. Or, if he 
would like to know what data the Minis- 
try of Health collects from each hospital 
within the National Health Service in 
England and Wales at the end of each 
year, he should consult pages 287 to 289. 
The examples cited are not atypical. The 
book, almost in its entirety, consists of a 
very large, but admittedly finite, number 
of similar bits of information. 

Occasionally, this lust for detail leads 
to some rather absurd results. Pages 146 
and 147 provide certain “principles of 
documentation form design” relating to 
medical records which are passed along 
for the reader’s consideration: (1) There 
must be someone to write. (2) There 
must be room to write. (3) The arrange- 
ment must be logical. (4) The content 
should be minimal and the form should 
not outlive its usefulness. (5) The 
amount of actual writing should be mini- 
mal. (6) Paper of the right size and 
quality should be used. 

Essentially, this book is a study in data 
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collection. The discussion of the manipu- 
lation and analysis of this data is minimal. 
As a result, its value as an introductory 
text in demography is practically nil. It 
must be relegated to the reference shelf. 
For students of insurance it is, at most, a 
useful reference work. It cannot compete 
with introductory demography texts such 
as those of Spiegelman ? and Wolfenden.* 


INSURANCE SIMPLIFIED. By William 
A. Hyde. National Underwriter Co., 1959. 


Reviewer: Frank J. Angell, Assistant Pro- 
fessor of Insurance, New York University. 


Since most people are interested in 
simple explanations, the title of this text 
has a natural appeal. The book is short, 
consisting of 271 pages with wide mar- 
gins. It is obvious from the length, there- 
fore, that the discussions of principles and 
practices are not going to be highly de- 
tailed! 

The latter portion of the book, pages 
171 to 264, is devoted entirely to an analy- 
sis of the family automobile policy, the 
broad form homeowners’ policy, and an 
appendix giving the combination automo- 
bile policy. The balance of the text, 171 
pages in all, contains the following 
material on specific lines of insurance: 
automobile—18 pages; fire and allied 
lines—14 pages; marine, inland marine 
and aviation—l0 pages; miscellaneous 
property insurance —8 pages; liability 
other than automobile—8 pages; bonds— 
6 pages; life insurance—l7 pages; and 
A&S insurance—11 pages. 

The material is definitely written from 
a sales standpoint. Throughout the text, 
emphasis is placed upon the benefits 
which a policy provides to the purchaser, 
rather than to the underlying principles 


of the type of coverage or even to major 


2 Spiegelman, Mortimer, Introduction to De- 
mography, Society of Actuaries, Chicago, 1955. 

3 Wolfenden, Hugh H., Population Statistics 
and Their Compilation, Revised Edition, Society 
of Actuaries, Chicago, 1954. 
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policy provisions. In short, the material 
has a definite tendency to present more 
“sales pointers” than anything else. 

The value of any book will naturally 
depend upon the needs and wishes of the 
prospective reader. It may be questioned 
as to what type of potential reader the 
author had in mind when writing this 
book. Certainly, the text was not written 
for a college or university class in insur- 
ance. Neither does the text present suffi- 
cient material to be of any great value 
to an experienced broker or agent. Nor 
does it appear to be aimed at the intelli- 
gent layman, since there is insufficient 
consideration given to the principles in- 
volved in making wise decisions among 
various lines of insurance, and types of 
policy forms. The book would not be suit- 
able as preparation for state licensing 
examinations, simply because it does not 
present enough facts and principles to 
meet the requirements of these examina- 
tions. 

On the positive side, the material is 
written in a smooth, informal style. It is 
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organized into nineteen short chapters, 
and there is an adequate number of sub- 
divisions within each chapter. Much of 
the material is presented in story form, 
with Frank Zuber, a mythical prospect, 
considering the purchase of various types 
of policies. 

In addition to the material on specific 
lines of insurance, there is a brief dis- 
cussion of rate making, claims procedure, 
state supervision, types of companies, and 
other general topics. 

The book is written in extremely simple 
language. If there were more stress upon 
principles and practices, rather than sales 
aspects, it might be suitable for a high 
school course in insurance. It would de- 
finitely appear to be suitable for home 
office personnel in property and casualty 
companies who wish to pick up a casual 
knowledge of the major selling aspects of 
insurance. 

In summary, the value of the book 
would appear to be limited by its size and 
the fact that the primary stress is upon 
the sales aspects of the various coverages. 














ASSOCIATION BUSINESS 


Minutes of the Annual Business Meeting of The American Association of 


University Teachers of Insurance 


Washington, D.C., December 29, 1959 


The chairman of the committee of tellers announced that in 
the three contested races, John S. Bickley was elected second vice 
president; C. Arthur Williams, Jr. was elected active executive 
committee member; and George D. Haskell was elected associate 
executive committee member. Other officers of the Association 
for the coming year will be J. Edward Hedges, president; Davis 
W. Gregg, first vice president; Joseph F. Trosper, secretary-treas- 
urer; Dan M. McGill, immediate past president; Chester M. Kel- 
logg and Robert P. Stieglitz, associate executive committee mem- 
bers; Kenneth Black, Jr., active executive committee member; and 
William T. Beadles, editor of The Journal. 


John S. Bickley, as outgoing editor of The Journal of Insurance, 
was presented a handsome framed certificate of appreciation for 
his services and was also given a Polaroid camera as a token of 
the Association’s gratitude for his work on behalf of the organiza- 
tion. Kenneth W. Herrick, as outgoing secretary-treasurer, was 
given a similarly framed certificate of appreciation for his services. 


It was announced that 138 people had registered for the meet- 
ing. 

The Association had twenty committees, involving 113 partici- 
pants. It was suggested that committee reports be turned in to 
the president well in advance of the annual meeting so that he 
can send copies to all members of the Executive Committee. This 
would minimize the time needed for these matters at the annual 
meeting. It was also suggested that some of the reports be sent on 
to the entire membership in advance of the annual meeting. 


Chairman E. J. Faulkner was responsible for assembling a list 
of 563 prospective members. In each case, a typed letter was sent, 
generally addressed on a first-name basis and signed by a member 
of the Committee on Institutional Membership, who was known 
to the addressee. Although the letters were not mailed until De- 
cember 17, fifty replies have already been received and forty new 
institutional members have been secured. The names of institutional 
members will be listed in each issue of The Journal and each insti- 
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tutional membership will include a subscription to The Journal 
of Insurance. 


As of December, 1959, the total membership of the Association 
was 832, classified as follows: 325 active members; 469 associate 
members; 38 in other classifications. 


The Research Committee was responsible for the research semi- 
nar portion of the annual meeting program. In addition, the Re- 
search Committee solicited and reviewed applications for research 
grants but decided not to recommend any grants this year. The 
unused portion of the Research Committee’s budget is to be ac- 
cumulated for next year. The chairman of the Research Committee 
also announced that a research bibliography covering the years 
1950 to 1959, will be published in the proceedings issue of The 
Journal and that this information will be up-dated each year. 


The chairman of the Commission on Insurance Terminology an- 
nounced that considerable progress had been made in the first full 
year of operation, especially in the area of health insurance. He 
stated that the overall project was receiving enthusiastic endorse- 
ment by various segments of the insurance industry. He stressed that 
the function of AAUTI was primarily that of priming the pump and 
that the budget of $2,500 for the coming year was designed to 
do only that. He pointed out that the Committee on Health Insur- 
ance Terminology had requested that some of the funds be made 
available to pay an honorarium to an editor. Since this required 
approval by the membership, a motion was made to approve pay- 
ment of part of the Commission’s budget to an editor who may be 
a member of AAUTI. The motion was passed. 


At the Executive Committee meeting in June, it was unani- 
mously approved to recommend to the membership that the editor 
of The Journal be given an honorarium of $2,000 a year. At the 
Executive Committee meeting on December 27, this desire was 
re-affirmed. It was moved and seconded to pay the editor a $2,000 
honorarium. The motion was passed. 


After due deliberation, the Elizur Wright Award Committee 
decided not to recommend an award this year and the Executive 
Committee accepted the recommendation. 


This program has operated under some difficulty, primarily 
because certain Fellows have abused the privilege of studying 
with an insurance organization. The Association of Casualty and 
Surety Companies, together with the Health Insurance Institute, 
have withdrawn their support. Moreover, the National Board of 
Fire Underwriters has expressed some dissatisfaction with the pro- 
gram. As a consequence a committee of AAUTI members was 
appointed to investigate and make recommendations. The Execu- 
tive Committee adopted the following recommendations made by 
the special committee: 
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Association Business 

(1) That a screening committee be appointed to pass on appli- 
cants and the applicant’s proposed program of study; 

(2) That general fellowships be limited to two—one in life 
insurance and one in the non-life field; and that a Fellow be in- 
eligible for a general fellowship for five years after completing 
two general fellowships; 

(3) That specialized fellowships be made available, dependent 
upon the merits of the applicant, his proposed project, and com- 
pany cooperation; 

(4) That each Fellow be requested to submit a written report 
to the Fellowship Committee, upon completion of his fellowship, 
a copy of which is to be made available to the company; 

(5) That any papers developed out of specialized fellowships 
must be submitted to The Journal for possible publication; 

(6) That $200 be appropriated by the Association to assist in 
the operation of the fellowship program for the year 1960. 


Two-thirds of the membership have returned their question- 
naires and this information has been compiled. The Executive 
Committee authorized the editor of The Journal to publish this 
biographical data in The Journal, provided the cost of so doing is 
reasonable. 


The Million Dollar Round Table is still interested in the Case 
Study project suggested by the Association, but has not yet de- 
cided to make a financial commitment. 


This organization graciously renewed its grant of $1,000 and 
in addition has made another $1,000 available during the coming 
year for contributors to The Journal of Insurance. The president 
is to appoint a committee to work out the details and at least one 
member of the committee is to be a representative of NAII. This 
committee’s actions are to be announced to the membership at an 
early date. 

The New York Life Insurance Company once again renewed 
its gracious grant to the Association in the amount of $2,500. 


After circularizing the membership, the committee charged with 
the responsibility of investigating the desirability of the Associa- 
tion promoting a national undergraduate insurance fraternity rec- 
ommended that this not be done at the present time. 


It was announced that a survey had been completed showing 
about 700 people teaching insurance in countries outside the United 
States. This survey, including a roster of the faculty members is to 
be published in 1960, and plans will proceed regarding the possi- 
bility of organizing an International Society of Insurance. 

The committee charged with the responsibility of investigating 
the desirability and feasibility of changing the Association’s name 
and of incorporating the Association, is to be continued next year. 
At present it has no recommendations. 
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The next meeting of the Association will be in St. Louis, Mis- 
souri, on December 28 and 29, 1960. The headquarters hotel will 
be the Ambassador-Kingsway. Arthur W. Mason, Jr. is in charge 
of local arrangements. 


A copy of the 1959 budget, actual income and expenses for 
1959, and the 1960 budget approved by the Executive Committee 
were distributed to the membership. It was noted that the pri- 
mary reason the 1960 budget was much larger than the one for 
1959 was that only three issues of The Journal were paid for in 1959 
and it was expected that six issues will be paid for in 1960. It was 
emphasized that the Association expects its institutional member- 
ship campaign to provide approximately $5,000 toward the costs 
of publishing The Journal. The printing of each issue of The 
Journal costs about $2,000 and hence, with only 800 members pay- 
ing dues of $7, it is not possible for the Association to finance 
The Journal without some form of outside aid. 


The president expressed the appreciation of the Association to 
those who had worked so diligently to make the year and the annual 
meeting a very successful one. In particular he wished to convey 
the Association’s gratitude to the following: 


(1) The American Mutual Insurance Alliance for serving as 
host for the Tuesday luncheon meeting of the Association. 

(2) The College Life Insurance Company of America for its 
continued financial support of The Journal of Insurance, which 
for the calendar year amounted to $1,870.28. 

(3) The American Institute for Property and Liability Under- 
writers and The American College of Life Underwriters for serving 
as hosts at the December 28 breakfast. 

(4) The Life Underwriters Training Council, for providing 
clerical help during registration, and specifically Levi E. Bottens 
of that organization for outstanding service as local arrangements 
chairman. 

(5) The National Association of Independent Insurers for con- 
tinuing its grant of $1,000 and adding an additional $1,000 to be 
awarded to contributors to The Journal of Insurance. 

(6) The New York Life Insurance Company for contributing 
$2,500 to the Association. 


President McGill also expressed his thanks to the officers of the 
Association who had served with him, before turning the meeting 
over to the incoming president, J. Edward Hedges. 


Professor Hedges noted that Professor McGill had done out- 
standing work during his year as president and that he hoped the 
coming year would prove as fruitful for the Association as the 


last one. 
KENNETH W. HERRICK, 


Secretary-Treasurer. 
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1960 INSTITUTIONAL MEMBERS * 
of The American Association of University Teachers of Insurance 


Aetna Insurance Company 

Aetna Life Affiliated Companies 

America Fore Loyalty Group 

American Casualty Company 

American Credit Indemnity Company of New 
York 

American Health Insurance Corporation 

American Home Insurance Company 

The American Insurance Company 

The American Mutual Insurance Alliance+ 

American United Life Insurance Company 

Amicable Life Insurance Company 

Austin Life Insurance Company 

Bankers Life Company 

Bankers Life Insurance Company of Nebraska 

Berkshire Life Insurance Company 

Business Men’s Assurance Company of 
America 

Capital Mutual Insurance Company 

Cal-Farm Insurance Companies 

California-Western States Life Insurance 
Company 

Carolina Home Life Insurance Company 

Central Life Assurance Company 

Century Life Insurance Company 

Combined Insurance Company of America 

Connecticut Mutual Life Insurance Com- 


pany 

Continental Casualty Company 

Crum and Forster 

The Dominion Life Assurance Company 

Durham Life Insurance Company 

Empire Life and Accident Insurance Com- 
pany 

Employers Reinsurance Corporation 

Equitable Life Assurance Society of the 
United States 

Equitable Life Insurance Company of Iowa 


* Institutional membership is available to any 
organization which is interested in supporting the 
program of the Association. Dues for Institutional 
Members are $50 a year. 

+ This Association membership is taken out on 
behalf of its member companies and represents 
the equivalent of 30 separate Institutional Mem- 
bers. 


Farm Bureau Life Insurance Company 

Farm Bureau Life Insurance Company of 
Michigan 

Federal Life and Casualty Company 

Federal Life Insurance Company 

Fidelity and Deposit Company of Maryland 

Fireman’s Fund Insurance Company 

The Franklin Life Insurance Company 

General Accident Group 

General American Life Insurance Company 

General Reinsurance Corporation 

Glens Falls Insurance Company 

Government Employees Insurance Company 

Great American Reserve Insurance Company 

Great National Life Insurance Company 

Great Southern Life Insurance Company 

The Great-West Life Assurance Company 

Guarantee Mutual Life Company 

Gulf Life Insurance Company 

John Hancock Mutual Life Insurance Com- 


pany 
Homesteaders Life Company 
Independent Life and Accident Insurance 
Company 
Indianapolis Life Insurance Company 
Jefferson National Life Insurance Company 
Jefferson Standard Life Insurance Company 
Kansas City Life Insurance Company 
Kansas Farm Life Insurance Company 
Kentucky Central Life and Accident Insur- 
ance 
Knights Life Insurance Company of America 
Lamar Life Insurance Company 
Liberty National Life Insurance Company 
Life and Casualty Insurance Company of 
Tennessee 
Life Insurance Company of Georgia 
The Life Insurance Company of Virginia 
Lincoln Liberty Life Insurance Company 
The Manhattan Life Insurance Company 
The Manufacturers Life Insurance Company 
Maryland Casualty Company 
Massachusetts Mutual Life Insurance 
Company 
Metropolitan Life Insurance Company 
MFA Mutual Insurance Company 
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Minnesota Commercial Men’s Association 
The Minnesota Mutual Life Insurance Com- 


pany 
Mutual Benefit Life Insurance Company 
The Mutual Life Insurance Company of New 
York 
National Burial Insurance Company 
National Fidelity Life Insurance Company 
National Life and Accident Insurance Com- 


pany 
National Life Insurance Company 
National Reserve Life Insurance Company 
Nationwide Insurance 
North America Company for Life, Accident 
and Health 
North American Reassurance Company 
North America Reinsurance Corporation 
North Carolina Mutual Life Insurance Com- 


pany 
The Northwestern Mutual Life Insurance 
Company 
Northwestern National Life Insurance Com- 
pany 
Ohio Farmers Life Insurance Company 
Ohio National Life Insurance Company 
Olympic National Life Insurance Company 
Pacific Mutual Life Insurance Company 
Pan-American Life Insurance Company 
The Penn Mutual Life Insurance Company 
Phoenix Assurance Company of New York 
Phoenix of Hartford Insurance Companies 
Progressive Life Insurance Company 
Providence Washington Insurance Company 
Provident Life and Accident Insurance Com- 


pany 
Provident Mutual Life Insurance Company of 
Philadelphia 
Prudential Insurance Company of America 
Prudential Insurance Company of Great 
Britain 
Republic National Life Insurance Company 
Paul Revere Life Insurance Company 


Royal-Globe Insurance Group 

St. Paul Fire and Marine Insurance Company 

Security Benefit Life Insurance Company 

Security Life and Accident Company 

Security Life and Trust Company 

Security Mutual Life Insurance Company, 
New York 

Security Mutual Life Insurance Company, 
Nebraska 

Service Fire Insurance Company 

Southern Farm Bureau Life Insurance Com- 
pany 

Southwest Indemnity and Life Insurance 
Company 

Southwestern Life Insurance Company 

Standard Accident Insurance Company 

Standard Insurance Company 

Standard Life of Indiana 

State Farm Life Insurance Company 

State Life Insurance Company 

State Mutual Life Assurance Company of 
America 

State Reserve Life Insurance Company 

Sun Life Assurance Company of Canada 

Sun Life Insurance Company of America 

Teachers Insurance and Annuity Association 
of America 

Time Insurance Company 

Travelers Insurance Company 

Union Mutual Life Insurance Company 

United Benefit Life Insurance Company 

United Pacific Insurance Company 

United States Fidelity and Guaranty Com- 
pany 

West Coast Life Insurance Company 

The Western and Southern Life Insurance 
Company 

Western States Life Insurance Company 

Wisconsin Life Insurance Company 

Woodmen Accident and Life Company 

World Insurance Company 

Zurich Life Insurance Company 

















Announcing 


The N.A.I.I. Journal of Insurance Awards 


The American Association of University Teachers of Insurance is pleased 
to announce that the National Association of Independent Insurers has 
made a grant of $1,000, to be used for making cash awards to the authors 
of those feature articles and book reviews which are judged to be most 
outstanding in the four issues of Volume XXVII of The Journal of Insurance. 

A special committee has been appointed to draw up the regulations under 
which THE N.A.LI. JOURNAL OF INSURANCE AWARDS are to be 
made. The same committee will select the award winners from the four 
numbers making up Volume XXVII, the March, June, September and 
December, 1960 issues. 

According to present plans, the grant for THE N.A.LI. JOURNAL OF 
INSURANCE AWARDS is a continuing one which will be available to 
authors of articles and book reviews in future volumes. 
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RESEARCH GRANTS 


The American Association of University Teachers of Insurance, throughout 
its history as a professional insurance teachers’ association, has encouraged inde- 
pendent and objective insurance research activities. To encourage such activities 
further, the Executive Committee, in 1958, established a research assistance fund 
to be used as a source for grants to assist individuals in pursuing a meaningful 
research objective. Three grants were made in 1958, and finished results are now 
available from two of these projects. Several proposals were received in 1959, 
but none were deemed appropriate for grant. By special order, the Executive 
Committee carried forward the 1959 fund. Accordingly, in 1960, $2,000 will be 
available for grant. 

The Research Committee will circularize the membership with application 
forms for research grants, early in September. These must be completed and 
submitted to the Committee on or before October 15, to be considered for grant 
in 1960. The Research Committee, in making this advance announcement, hopes 
that all who are interested in applying will develop project outlines and sound 
methodological statements for presentation. Any member who is interested in 
studying a particular problem and who has been unable to secure financial aid 
for such project, should feel free to make application for one of these grants. 
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INSURANCE RESEARCH INVENTORY 


The AAUTI Insurance Research Bibliography, 1950-59, was scheduled to be 
published in the Summer 1959 issue of the Journal, which issue has not yet been 
distributed. This publication will be incomplete because some members did not 
respond to the questionnaire, and inaccurate because some members did not 
supply complete bibliographic material concerning publications. 

The 1960 addenda to the Bibliography, is now in preparation. Questionnaires 
are now being mailed to the entire membership. In order that the Bibliography 
can be complete and accurate for the period 1950-60, the membership is urged 
to complete the questionnaires and to return them to the Research Committee 
immediately. 

To clarify a question which has been raised, only research articles and mono- 
graphs prepared by members of the Association are included. The Bibliography 
does not now include all insurance research works, regardless of who prepared 
them. Ultimately, the Bibliography will include all works prepared in the in- 
surance field. At present, it is hoped that a complete list of research pieces, 
prepared since 1950 by Association members, can be compiled. 
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ELIZUR WRIGHT AWARD ADVISORY COMMITTEE 


Rosert I. Menr, Chairman 


The Elizur Wright Award Advisory 
Committee will welcome suggestions of 
publications that should be considered 
for the Award. 

The Committee has divided the field of 
insurance into lines and has assigned each 
to a committee member whose primary 
responsibility will be to survey the litera- 
ture in that line. The assignments are as 
follows: 


Pensions and group life and health, 
Dorrance Bronson, Wyatt Co., Washing- 
ton, D.C. 

Social insurance, Malvin Davis, vice 
president, Metropolitan Life Insurance 
Co., New York City. 

Insurance theory, Dan McGill, Univer- 
sity of Pennsylvania, Philadelphia, Pa. 

Fire and marine, William H. Rodda, 
Transportation Insurance Rating Bureau, 
175 W. Jackson Blvd., Chicago 4, IIl. 

Individual life and health, A. N. Guer- 
tin, American Life Convention, 230 N. 


Michigan Ave., Chicago 1, IIl. 
Casualty, Philip Elkin, Temple Univer- 
sity, Philadelphia 22, Pa. 


Selection standards for the Award are 
reproduced below. Anyone who wishes 
to recommend a title for consideration 
should write to the proper line chairman 
or send the information to the committee 
secretary, Robert W. Osler, Underwriters 
National Assurance, 1939 N. Meridian St., 
Indianapolis 2, Indiana. Members who 
submit a title should include a statement 
of reasons why they think it might qual- 
ify. 

The committee will welcome sugges- 
tions direct from publishers who have 
titles they would like to submit for con- 
sideration. These suggestions should be 
sent either to the proper line chairman or 
to the secretary of the committee. 

Nominations for the 1960 Award must 
be submitted before August 1. 


( 134 ) 


STANDARDS FOR SELECTION OF THE ELIZUR WRIGHT AWARD 


I. Definition of “literature” for the purposes of the Award 


II. 


Ill. 


A. Physical characteristics 
1. The publication must be in permanent, bound form and available to the 
public. The following examples are cited but are not intended to be ex- 
clusive of similar forms: 
a. Books, in the library-accepted definition 
b. Proceedings of professional societies and trade organizations accessible 


to the public 

c. Learned journals such as (but not restricted to) : 
Journal of Insurance Annals of CPCU 
Journal of Finance Governmental reports and documents 
Insurance Law Journal such as the Congressional Record or 
Journal of CLU a permanent-form publication of a 
Transactions of Society government agency or committee 

of Actuaries 


2. Originally published in the U.S. or Canada 


B. Characteristics of quality 
1. Available in English and written in such usage of the language as would 
be acceptable for scholastic approval 
2. Of sufficient impact on the business of insurance to have some effect of an 


economic or social nature 


Definition on “insurance” for purposes of the Award 


A. Private insurance in all its lines 
B. Social insurance to the extent that it affects private insurance operations 


Definition of “original” for purposes of the Award 
A. Original does NOT include— 
1. A compilation of existing material 
2. Exposition of a common practice 
8. Literature not involving research or study 
4. A report on research not developing or supporting a conclusion 


. Period of time during which the work must be published in order to be considered 


for the Award in any given year 

A. Date of publication shall be determined by the date of first copyright 

B. Must have been published in the calendar year immediately preceding the 
year for which it is being considered for the award (i.e., a 1959 copyright to 
be considered for the 1960 award) 

C. In any year in which no award would otherwise be made to a work published 
in the preceding year, consideration may be given to a work published in a 
prior period, the significance of which has become apparent only in very re- 
cent years 

D. In any year in which the committee deems no work qualified for the Award 
under either B or C above, it shall recommend that no award be made for 
that year. 
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A Checklist of Currently Published Books in 
The McGraw-Hill Insurance Series 


() Crist -CORPORATE SURETYSHIP. Second Edition. 441 pages, $6.00 
C1) Hamilton and Bronson — PENSIONS. 410 pages, $8.00 

(1) Maclean — LIFE INSURANCE. Eighth Edition. 675 pages, $6.95 

(1) Michelbacher — MULTIPLE-LINE INSURANCE. 643 pages, $8.75 


C) Mowbray and Blanchard —- INSURANCE: Its Theory and Practice in 
the United States. Fourth Edition. 580 pages, $6.90 


C Patterson -ESSENTIALS OF INSURANCE LAW. Second Edition. 
558 pages, $7.75 


[() Reed— ADJUSTMENT OF PROPERTY LOSSES. Second Edition. 
667 pages, $10.50 


(1 Winter — MARINE INSURANCE. Third Edition. 531 pages, $9.00 


0 Factory Mutual Engineering Division— HANDBOOK OF INDUS- 
TRIAL LOSS PREVENTION. 960 pages, $20.00 


Send for Copies on Approval 


McGraw-Hill Book Company, Inc. 


330 west 42ND sT. NEW YORK 36, N. Y. 
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We are deeply grateful to 


the American Association of 


University Teachers of Insurance 


for their continuing contribution to 


the development of our employees 


and to the growth and stature 


of the insurance industry. 





STATE FARM 
STATE FARM INSURANCE COMPANIES 


HOME OFFICES: BLOOMINGTON, ILLINOIS ae 


INSURANCE 
® 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by Insurance teachers. 










TAILOR-MADE DOLLARS 


classroom edition 
A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound film 










STRICTLY BUSINESS 


classroom edition 
A personalized story describing business insurance 
and what it can mean to a partnership 


Running time: 40 minutes—16 mm. sound film 






FROM EVERY MOUNTAINSIDE 


an institutional flim—in Technicolor 








A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 












Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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“An excellent text .. .""——Frank J. Schwenker, University of North Carolina 


INSURANCE 


—Principles and Practices 


FRANK J. ANGELL, New York University 


This well-organized textbook combines a balanced treatment of the principles 
of insurance with an explanation of the operations of insurers and an po a 
of various types of policies. The general subjects of risk and the insurance 
method of meeting risks, the fundamental legal principles, and the contract 
provisions and company practices common to all insurance are carefully de- 
veloped so that the study of specific coverages falls into proper perspective. 


Line-by-line Contract Analyses 


The basic insurance contracts, such as the Standard Fire Policy, are given a 
line-by-line analysis to enable the student to understand all important aspects 
of the main coverages. The basic principles are constantly re-emphasized in 
terms of the practical problems which may arise within any particular situation. 
This astute combination of principles and specific details is excellent prepara- 
tion and review for certification examinations. Summaries and questions follow 
each chapter. “. . . the best book that I have seen for the introductory course 
in Insurance.”’—WILLIAM BREWSTER, Florida State University. 1959. In- 
structor’s Manual available. 42 ills., tables; 894 pp. $7.50 


“‘A Valuable Contribution . . ."’——Fred R. Niehaus, University of Colorado 


CASUALTY INSURANCE 
C. A. KULP, University of Pennsylvania 
Treating every important phase of casualty insurance, this popular textbook 
incorporates recent data, describes actual practice, discusses fundamental prin- 
ciples, and objectively states the pros and cons of many casualty insurance 
problems. Explains rate making, insurance carriers, policy clauses, health insur- 
ance, etc. “. . . well organized, well written, readable, and understandable.” 


—THE JOURNAL OF FINANCE. 3rd Ed., 1956. 28 tables; 635 pp. $8.00 


‘tA distinct contribution .. .’’——THE JOURNAL OF INSURANCE 


ECONOMIC AND SOCIAL SECURITY 
JOHN G. TURNBULL, University of Minnesota; 
C. ARTHUR WILLIAMS, JR., University of Minnesota; 
EARL F. CHEIT, University of California, Berkeley 
This outstanding textbook analyzes and evaluates the private and social insur- 
ances and assistances involved in old age, death, occupational and non-occupa- 
tional illness, unemployment, and substandard working conditions. Offers 
practical suggestions for the improvement of security programs. “. . . carefully 
planned and skillfully put together.,—AMERICAN ECONOMIC REVIEW. 
1957. 75 ills., tables; 539 pp. $6.75 





THE RONALD PRESS COMPANY 
15 East 26th Street, New York 10, New York 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


Revised Edition, 1959 


by R. W. OSLER 
(Co-author, “Modern Life Insurance,” 
Elizur Wright Award winner) 
N h ization ; 1 itten cha ; i 
I chapter oa “Seapegmming Aad Yonsins; ol 'discuscas cod 
statistics brought up-to-date. ) 
Supplementary text for “Principles” or the basic “Life” 
course. Collateral reading for momics. A brief text 
covering basic principles, policy construction, contractual 
provisions, underwriting, rating, reserves, uses. Care- 
lly indexed. Questions and problems after each chap- 
ter. Grader’s guide available. 
168 pp. Soft-bound: $2.50 
CONTENTS: Economic Importance; Policy Ingredients; Classes; Nature of 
Benefits; Policy Provisions; Uniform Provisions; A\ lication ; ‘ Underwrit- 
ing, Rating, Reserves; Claim Procedures; Planning Needs; State, Social, 
Cooperative Coverages; Regulation; History and Development; Glossary of 


GUIDE TO LIFE INSURANCE 


by R. W. OSLER 
and C, C,. ROBINSON 


Supplementary text for “Principles” course. Condensed 
co se for “Life” or advanced life courses. Collateral 
reading for Economics. 
An up-to-the-minute authority in concise, rapid readin 
style. Invaluable for sup: pomane | assignment and col- 
lateral reading. Unequaled range of material in one book. 
Perfectly organized. High-interest reading. Questions and 
problems after each chapter. Grader’s mr. available. 

207 pp. Cloth bound: $2.50 

Factors; Policies and Uses; Industrial-Group- 


CONTENTS: Cost 
Wholesale, Etc.; Policy Provisions; T. Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Fa. walling 








THE INSURANCE SALESMAN 


Monthly Life — A & S Journal 


Published by The Rough Notes Co. 


Largest of all the Life and A & S business journals, 
with almost twice as many subscribers as any other 
journal in its field requiring direct payment of sub- 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 


Annual subscription rate: $3. 





THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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A-C-C INSURANCE SERIES 














THE ECONOMICS 
OF LIFE INSURANCE, 3rd Ed. 


By Solomon S. Huebner 


The human life value is shown as the predominating element in our 
affairs. The social and economic importance of life insurance and its far- 
reaching services are explained in easily comprehensible terms. 250 p., $4.00 


LIFE INSURANCE, sth Ed. 


By Solomon S. Huebner and Kenneth Black, Jr. 


This well-known and widely-used textbook has been thoroughly revised 
and introduces many new sections, including material on reserve valuation, 
health insurance, and the concept of grading premiums by the size of policy. 
582 p., $6.50 


PROPERTY INSURANCE, 4th Ed. 
By Solomon S. Huebner and Kenneth Black, Jr. 


The new edition of this comprehensive study of the forms and uses of 
property insurance, includes new chapters on Inland Marine Insurance, Avia- 
tion Insurance, and other recent developments in the field. 568 p., $5.50 


APPLETON - CENTURY - CROFTS 
35 WEST 32nd ST. NEW YORK 1, N.Y. 














May be obtained ON APPROVAL! 


(Money refunded within 10 days) 


* Loose Leaf Service 


WERBEL'S 


* Revised At Least Twice A Year 


Generat In Too © 


* Always Up To Date 





HANDY REFERENCE GUIDE 
FOR NEW YORK, NEW JERSEY, AND CPU EXAMS 


MR. WERBEL received the 1951 AWARD 
given by the Brooklyn Insurance Brokers 
Association for outstanding service ren- 
dered in the field of insurance education. 





COST $15 221 Hempstead Tpke., 
West Hempstead, N.Y. 
Each Revision $5.75 IVanhoe 1-8484 
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EXPANSION 








NEW BUILDING PLANS 








Are your benefit plans keeping pace? 


Staff benefit plans help bring to college employ- 
ment a degree of security not found in other 
professions. But these plans must keep pace with 
the times if your institution is to compete success- 
fully for competent men and women in the challeng- 
ing years ahead. 


In the interest of higher education, TIAA has 
pioneered many new concepts in staff benefits during 
the past 40 years. The CREF VARIABLE ANNUITY, the 
OPTIMUM MAJOR MEDICAL plan, the LONG-TERM 
TOTAL DISABILITY program are notable examples of 
innovations serving to reinforce academic salaries in 
the drive to keep college employment in the fore- 
front of American opportunity. 


TIAA Advisory Officers welcome the opportunity 


to keep you informed of the latest trends and devel- 
opments in benefit plans and to work with you in 
keeping your institution’s program up to date. 


You can get TIAA’s latest publications on staff 
benefit planning by returning this coupon. 


TIAA-CREF 
730 Third Avenue, New York 17, New York 


Please send benefit planning publications. 


Name: 





Institution: 








State: 
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TEACHERS INSURANCE AND ANNUITY ASSOCIATION 


COLLEGE RETIREMENT FQUITIES FUND 


( 142 ) 


























VEG LR TINS URAN C E 
oe 1 PRINETELES OF INSURANCE 
sy ;s+-++sGENERAL INSURANCE 


5: b 2am 
2? 3 


ee ae re me) Aone ee iLIFE INSURANCE 


(sents+esasBROPERTY INSURANCE 

: "E INSURANCE 

Wi ay are re HEALTH INSURANCE 

sre LIFE AND HEALTH INSURANCE HANDBOCK 
‘Snider .. READINGS IN PROPERTY AND CASUALTY INSURANCE 
io <o....LEGAL ASPECTS OF LIFE INSURANCE 


| Boileau, Stalnaker & Luck 
LIFE INSURANCE AGENCY FINANCIAL MANAGEMENT 


Heber and Cohen 

. SOCIAL SECURITY PROGRAMS, PRUBLEMS, AND POLICIES 
e ° & 
OTHER OUTSTANDING INSURANCE PUBLICATIONS 


Spiege ENSURING MEDICAL CARE FOR THE AGED 
‘ Published under the auspices 6f The Pension Resea:ch Council 


ALL LINES INSURANCE 
_ Published under the auspices of The S. 8. Huebner Foundation 
for Insurance Education 


Stone THE TEACHER WHO CHANGED AN INDUSTRY 
A Biography of Dr. S. S. Hnebner of the University of Pennsylvania 





RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINOIS 

















> FIRE AND PROPERTY INSURANCE 
ie yy William Rodda, Secretar), Tra 


~~ Designed to meet the chang’. needs of the insmande field, tits 
_ text covers every importan' ct of insurance: ~ 
* ay insurance ac ding to property loss coverage and 
inbility coverage: Sie 
¢ Organizes the functi _pproach so that it can be used 
with current insure — policies and forms used in every 
state ae 
1956 pages a Text price: $7.00 
To receive approval s, write Dept. HI, Box 903 








PREN) CE-HALL, Inc. 
Englewood Cliffe, New dersey — 
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